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Following up last month’s article on the American boom in 
Canada is a discussion of “Canadian Investment Slowdown.” 
The regular quarterly review of Canadian business says that 
the pace of investment has been so rapid that “the projected 
rate of total capital outlays for 1957 was virtually achieved by 
the last quarter of 1956.” The present slowdown may be, of 
course, only a breather: “in no year (except 1947) in the past 
decade has new capital expenditure been below 20% of the 
country’s gross national product.” 


How do Canada, U.S.A., and Britain compare in 
capital spending, in savings. . . ? 

What are recent percentages of foreign to domestic 
investment? Which industries seem favored by 
inside money? by outside investors? 

What is the investment outlook? (Page 168) 


On the same subject, our New York analyst, in reporting our 
pace slackening, reminds us that it is occurring on top of heavy 
capital spending in both 1956 and 1955. Thus it is “hardly 
surprising” that “the trend of outlays appears to be flattening 
out.” Looking ahead to the fourth quarter of the year, he 
notes some “potential strengths” and a “convincing parallel” 
or two.... 


But capital investment harks back to ultimate de- 
mand—to the strength of personal consumption. 
(Page 146) 


On interpreting the past and running present to determine the 
course of business in the months ahead, there are many 
approaches. Which are the most trustworthy? And can the 
methods of factual collection and interpretation be made more 
precise, more sensitive? Among persons pondering such ques- 
tions is Alexander Sachs, who here probes into analysts’ ex- 
pectations at two recent year-beginnings to see where they be- 
came “strikes” and where they didn’t to determine what 


went wrong. 


The author compares the sectoral and the cyclical 
methods, citing the limitations of each. 

Pointing to what happened in 1955 and 1956, he 
indicates where analysts went wrong in early 1956 
and early 1957, and characterizes the period we 
are now in. (Page 186) 


Returning to Canada, a study of the textile industry has been 
made by THE CoNFERENCE Boarp for the Canadian Royal 
Commission appointed to inquire into that country’s economic 
prospects. The study, which has just been published by the 
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Commission, presents an up-to-date picture of an industry 
operating in a country relatively young industrially and rela- 
tively small in population vis-a-vis its neighbor to the south. 


Who owns and controls the industry? 

What is its size? 

Where are its markets? 

What are its products? its distinctive problems? 
What are its near-term goals and potentials? 

. (Page 158) 
Company executives reporting to the Board reveal that in 
many instances profit margins were caught in a vise in 1956 
and that some of these shrunken margins are growing smaller 
in 1957. Many companies that hope to maintain or exceed 
their 1956 sales-profit ratios may therefore still find themselves 
operating on margins too close for comfort. 


Is the “wage-price spiral’ the principal concern? 

To what extent are material prices the problem? 

What about sales markups? and competition? 

Are near-capacity operations reducing production 
efficiency? 

How often is the solution sought in fewer products? 
in new products? in new markets? 

Which industries feel margins hardest hit? which are 
most confident of maintaining and improving 
their profit ratios? (Page 163) 


Beautiful April is also tax-laden April. With a bow to the 
seasonal, the Record presents the second in a series on state 
and local taxes. 


When is a tax not a tax but a service? 

What’s the trend toward city income taxes? 

What are local units spending so much on? 

How do states differ in taxation methods? 

What’s the trend in revenues received from “other 
government” sources? from property taxes? 

(Page 181) 
A listing of the 200 largest trade corporations in 19565 is pre- 
sented, starting on page 150. Text tells how it differs from the 
listing for the year before. Tables also array the companies 
according to type of business. 

What are the rankings of the food chains? of chains 
other than food? of mail-order houses? of depart- 
ment and specialty stores? of wholesale and job- 
bing firms? 

What are their respective shares of sales? 
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Plant and Equipment Spending: Is the Uptrend Over? 
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PATTERNS FOR 1957 


An appraisal of strengths and weaknesses 


ning into stiff headwinds, and the cycle of short- 

term expansion that started after the steel strike of 
mid-1956 evidently dragged to a halt. At the middle of 
the first quarter, industrial production was no higher 
than in the fourth quarter of 1956, and the month-to- 
month trend in early 1957 has evidently been slightly 
downward. 

Operating rates in virtually all hard-goods industries, 
and in the textile industry, slipped slightly during the 
first quarter; for durables industries, factory employ- 
ment was evidently declining about 44% per month, and 
in February sank below the level prevailing a year ago. 
Employment in soft-goods industries, too, was tilted 
slightly downward and was likewise below the level of 
last February. 


A LOOK AT THE INDICATORS 


Within these aggregates, the large majority of manu- 
facturing industries have been in a phase of declining 
employment for several months. These widespread de- 
clines were offset by a sharp increase in employment in 
transportation equipment between September and De- 
cember of 1956. Now that this offsetting factor has 
waned, the trend of aggregate production-worker em- 
ployment has turned down. But measures of total 
employment are still being held at high levels by 
stability in nonproduction worker employment in manu- 
facturing, and continuing gains in trade, service indus- 
tries and government. 

Week to week during the quarter, business indicators 
pointed to a mild contraction of production rates, ap- 
parently resulting from intensifying efforts to control 
inventory. Steel output, for example, clung to a 2.5- 
million-ton weekly rate until late in February; there- 
after, weekly production fell about 50,000 tons per week. 
By the end of March, the steel output rate was about 
10% below the comparable period of 1956, and about 
12% below the average rate of operations in January and 
February of this year. 

Automobile production, too, has shown a slight week- 
to-week downdrift during the first quarter, paralleling 
the drift of output in 1956, and departing from the 
sharply rising production pattern of the first quarter of 
1955. The paper production rate has about paralleled 
the trend of the first quarter of 1956, but at a level about 


[- THE first quarter, business conditions were run- 


APRIL, 1957 


147 


5% below 1956. (Since this figure is reported as a per- 
centage of capacity, some of the 5% difference might 
simply reflect a higher capacity this year than last.) 
Starting in early February, the seasonally adjusted 
weekly figures on electric power output have been work- 
ing their way irregularly downhill, although they have 
continued to run above the comparable period of 1956. 

The general price advance that had prevailed through- 
out 1956 continued in January, but there is considerable 
evidence that trends in the price level have since turned 
abruptly sideways. Raw commodity prices declined 
slightly throughout February and showed little change 
in March; the broad BLS wholesale price index rose only 
very slightly in February, and preliminary indications 
suggest no change at all in March. In February, seven 
of the thirteen major industrial price groups within the 
BLS wholesale price index showed declines. 

In so far as the national accounts are concerned, these 
trends suggest a further quarter-to-quarter rise in the 
value of national output, from the last quarter of 1956 
to the first quarter of 1957. However, they also suggest 
that by the end of the first quarter the sharp uptrend 
which had characterized gross national product in the 
preceding year had virtually disappeared. 


TREND IN GROSS NATIONAL PRODUCT 


In the first quarter, personal consumption demand 
was well maintained. Retail sales remained at or slightly 
above the level of the preceding quarter, and service out- 
lays of the consumer (as measured in the special arith- 
metic of the national accounts) were doubtless some- 
what higher. However, the demand for goods on the part 
of consumers has evidently shown little change over the 
past half-year. While disposable income rose by a few 
billion during the first quarter, the marginal addition to 
income appears to have been absorbed almost exclu- 
sively in service outlays and saving. 

In early 1957, the personal saving rate has continued 
to run at or above the relatively high levels of late 1956. 
Dissaving in the form of net new instalment credit ex- 
tension in the first quarter evidently ran below a $3- 
billion annual rate, a fact which distinguishes the credit 
figures (and the automobile market) from their behavior 
in early 1955. While the level of credit extensions and 
repayments is now substantially higher than in 1955, 
the relationship between the two series has recently 
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resembled the relationship prevailing in late 1953 and 
early 1954. This is another of the several aspects of 
credit statistics and durables markets which suggest 
that no burst of credit demand is imminent. 

Gross private domestic investment in the first quarter 
of 1957 was likewise not above its level in the preceding 
quarter. Private residential building was evidently off 
about $14 billion, and nonresidential building about 
unchanged. Outlays for producer durables apparently 
showed about the smallest rise in almost two years. The 
rate of growth of inventory also appears to have slowed 
significantly, mainly as a result of a sudden abatement 
of inventory growth in durables manufacturing lines. 
(Within durables manufacturing, inventories of goods in 
process actually fell slightly in January, and probably 
again in February and March.) Retail inventories have 
evidently continued to rise, as increases in automotive 
stocks have offset planned reductions in stocks of home 
furnishings and appliance retailers. 


PROSPECTS FOR A CHANGE 


The present slight downtrend in business activity is 
owing mainly to conservative inventory policy. But it 
should be added that the policy is not conservative 
enough yet to yield sharp liquidation in the near future. 
The inventory situation is not now a pronounced weak- 
ness in business conditions, but present policy is not 
likely to convert it into a pronounced strength even by 
late 1957. The downtilt, accordingly, seems to have a 
certain amount of longevity —at least enough to serve as 
an initial hypothesis for the next six months. In this 
framework a good way of exploring the 1957 trend is to 
search for influences that may emerge during the year 
either to accelerate the downtrend or reverse it. 

Until now, the area which has attracted most atten- 
tion as a possible source of new strength is the automo- 
bile market. The prospect of a spring upturn in automo- 
bile sales is now being tested. Of course, the hope for 
a galloping improvement in sales, coming simultane- 
ously with the vernal equinox, has been largely dissi- 
pated over the past six weeks. But it remains possible 
that the reappearance of strong price competition will 
yield a level of sales higher than the present deflated 
view of the automobile market would suggest. 

If such a moderate improvement were to appear, the 
change in automobile volume itself would perhaps be 
less significant than the effect on inventory policy in 
durables lines. Without exaggerating the importance of 
the automobile industry, it is true that it carries a sub- 
stantial weight in precisely those raw materials markets 
—steel, copper, aluminum, even textiles—where inven- 
tory policy has grown most conservative. 

A large majority of analysts, both within and without 
the automobile industry, no longer look for even such a 
modest improvement in car sales. And no other area of 
demand appears capable of achieving the same result in 
the near term. While such broad measures of business 
conditions as gross national product could well be higher 


in the second quarter than in the first, it seems to be the 
consensus of analysts that the present slow slippage in 
production activity and employment is likely to con- 
tinue through the first half. 

For the second half of the year, the outlook is, as 
usual, considerably more clouded. Central to the out- 
look for late 1957 is the trend of capital goods expendi- 
tures, and, perhaps more importantly, the trend of new 
orders and of production in capital goods industries. The 
annual survey of plans to spend for capital goods con- 
ducted by the Department of Commerce points to an 
aggregate level of plant and equipment outlays of $37.4 
billion for 1957. This is an increase of about 614% over 
1956. While about half of the increase is accounted for 
by public utilities, sizable increases also appear in pri- 
mary metals industries, nonelectrical machinery, chem- 
icals and rail transportation. 

In general, these industries also enjoyed very sharp 
increases from 1955 to 1956. In iron and steel, the 1957 
spending rate is almost double the 1955 rate; for pri- 
mary nonferrous metals, the increase has been fourfold; 
for nonelectrical machinery, it amounts to about 70% 
and in chemicals about 80%. Spending by public utili- 
ties in 1957 will evidently be almost 40% above 1955. 
Even after taking account of the pronounced rise in the 
prices of producer goods between 1955 and 1957, the 
rate of additions to capacity in these and other indus- 
tries is substantially above the rate prevailing two years 
ago. 


CAPITAL SPENDING PLAN REVISIONS 


It is thus hardly surprising to find that the trend of 
outlays appears to be flattening out. In early 1957, the 
seasonally adjusted annual rate of capital spending is 
only slightly below the average rate forecast for the year 
as a whole. Moreover, the anticipations data for the first 
half, when mixed with the annual forecast and a pinch 
of arithmetic, suggest a slight decline in the rate of 
capital spending in the last half of the year. 

This suggestion is confirmed by the direction of recent 
revisions in the capital spending figures. Ever since the 
second quarter of 1956, actual spending for plant and 
equipment has consistently fallen below initial anticipa- 
tions (see chart). In the fall of 1956, this shortfall was 
doubtless attributable, in large measure, to steel short- 
ages arising out of the strike. Currently, it appears to 
reflect deferment, or cancellation, or just a stretchout, of 
plant and equipment spending under conditions of less 
urgent demand. It may also reflect an uncomfortable 
divergence within the price structure; capital goods 
prices have continued to rise for the past several 
months, while the prices of products and materials 
which the capital goods are designed to produce have 
turned sideways, or declined. 

The proposition that capital outlays will be a declin- 
ing sector in the last half of the year is also generally 
confirmed by the behavior of new orders and production 
in machinery industries, and in such bellwether parts of 
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the industry as machine tools. There are doubtless a 
number of influences which could act to brake this de- 
cline, or perhaps even reverse it, but at present, the 
evidence supports it as an acceptable hypothesis. 

It thus appears to be the consensus of most analysts 
that total business investment (demand for inventory, 
plant and equipment) will be about neutral between 
new and midyear, and that in the last half of the year 
it will tend to decline. It is this combination of trends in 
the area of business investment that continues to give 
1957 a somber coloration. 


UP IN THE FOURTH QUARTER? 


At least at present, however, there is no good reason 
for expecting these declines to be severe. There remains 
a minority view that potential expansion in three other 
areas could more than offset them, and turn aggregate 
measures of business activity upward in the fourth 
quarter. 

Among these potential strengths is the residential 
building market. In recent months, the rate of new 
housing starts has slipped to its lowest level since 1949. 
It has been in an irregular, but sharp and persistent, 
decline for over two years. At least the late stages of this 
decline seem to be clearly attributable to difficulty in 
obtaining funds for government guaranteed mortgages; 
even very recently, the rate of starts for conventionally 
financed housing has held up quite well. It seems logical 
to expect that since financing difficulties have contracted 
the building rate over the past year, at least an end to 
these difficulties would be accompanied by a rise in 
starts. One need look no further back than 1954 to find 
a convincing parallel. 

It is even possible that the starts rate will be whip- 
sawed sharply upward (as it was in 1954) by belated 
efforts to stimulate a market that was showing indica- 
tions that it was about to recover by itself. While one is 
certainly entitled to retain doubts about the size of the 
housing market at current levels of real-estate prices 
and building costs, it is hard to overlook the possibility 
of a sharp (if only temporary) revival in the rate of 
building if it should be stimulated by easy money and a 
liberal guarantee policy. 

Secondly, total government spending, as it is reflected 
in the national accounts, will doubtless be rising in the 
last half of 1957, economy talk notwithstanding. This is 
not to understate the importance of the talk, or the 
apparently growing awareness that the state and local 
tax burden is a matter of some concern. But existing 
programs, and the world conditions that underlie some 
of the programs, can hardly be depended upon to re- 
verse themselves in six months. It would be possible to 
exaggerate the impact of rising government expendi- 
tures over the short term; but it would be unwise to 
ignore it entirely. 

Finally, the fourth quarter of 1957 will see the usual 
crescendo of interest in new automobile models. While 
the total impact of the change-over in late 1957 will 
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certainly be less than in late 1956, the appearance of a 
basically restyled Chevrolet will certainly help the 
market, and perhaps stimulate some hot price competi- 
tion among the competitive low-priced cars. Perhaps 
more significantly, consumers will apparently have had 
about two years in which to digest the sharply higher 
level of instalment debt incurred in 1955. If instalment 
debt is in a secular uptrend, as the Federal Reserve 
argues, then the relatively small increases in debt in 
1956 and 1957 may have prepared the way for a larger 
increase in 1958. 


BACK TO THE CONSUMER 


Listing this collection of possible strengths in late 
1957 is not to subscribe to them. But the list itself 
makes a notable point about the year as a whole, 
and perhaps about the next several years. While the im- 
mediate concern of analysts is capital goods and inven- 
tory, it is worth recalling that these demands are essen- 
tially derived demands, stemming from the end-product 
requirements of consumers and government. A more 
profound question about the outlook is the strength of 
personal consumption. Do personal demands for goods 
(particularly hard goods) retain the exuberance of 
earlier postwar years? Much the same question is 
whether consumer markets in general will continue to 
benefit from the sporadically sharp expansions in out- 
standing consumer debt of the past decade, or whether 
consumer debt, taken as a whole, has shifted from a pro- 
nounced expansionary influence to a more sober neu- 
trality. No short-term evidence will answer these ques- 
tions but they have a clear relevance for late 1957. It 
would be wrong to concentrate analysis on capital 
formation alone in the months ahead. 

ALBERT T. SOMMERS 
Division of Business Analysis 


Got a Megabuck? 


“Why should not the projected giant atomic oil tankers take 
the form of submarines? As an engineer friend said: ‘What’s so 
strange about that? A whale carries a lot of oil, doesn’t it?” But 
this would dwarf Moby Dick. It would carry 80,000 tons of 
oil and gross over 100,000 tons. Its speed would exceed 50 
miles an hour. That will mean that its generating capacity will 
have to be of the order of 100,000 kilowatts—about the same 
as Calder Hall, but fitting into less bulk. . . . Here would be 
a ship bigger than the Queen Elizabeth. The wind and wave 
resistance would be a serious drag, whereas under the surface 
it could be streamlined to reduce water friction and could, it is 
claimed, attain speeds well in excess of the giant liners. Since 
there is no fuel problem its range would be unlimited. The 
cost? Over £10m., but engineers mention figures like that 
nowadays without even a blink of an eyelid. Indeed, for atomic 
calculations, the Americans now have a new unit of currency— 
‘the Megabuck’ (1,000,000 dollars) which is about a third of 
the ‘Megaquid,’ the sterling unit. Ten Megaquids don’t 
sound very much.” — The New Statesman and Nation, March 23, 
1957, p. 370. 


Department and Specialty Stores 


In thousands of dollars 


Taree Total Total Sales! Income pecoees Dividends 
oo Ames | Worth | toes | Gurent | Curent, ames ict an ag 
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ted Stores COrpir «cis ce 6 cls: mi ysl oye vise sie ; 167,620 57,40 37°72 f 
oO Pe rae Coe. Rete oniee sees so ie 175,561 | 63,118 | 494366 | 399,538 | 19,457 12,867 
ot EEC Ine. L aasieey | 98:688 | 41.376 | 114,327] 47,430 | 376,492] 11,315 | 5,615 8,88 
& ae I Brothers, Inc... nf yr7isss | 942514 | 40,960 | 112,709 | 42,823 | 325,025 | 13,808 | 6,703 2,681 
imbel Brothers, Inc... ..+.1-1+-+0+0+ 135,713 | 65,968 | 33,710 | 110,885 | $2,480 | 251,882 | 11,877] 5,904 ; 
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Decileeg ale sora ‘Conttlk 2. SE 67273 | 37.481 | 20,441] 49,484] 20,297] 112,095 | 5,770 2,740 1,896 
GhidilatisBros.,-Anem. eek. Ae ean 42692 | 26,186 | 16,969 | $30,837 | 10,896 | 106,640] 1,938 1,007 70 
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Emporium Capwell Co.......ccsseesesess 61,530 | 39,372 12,789 84,216 14,177 79,848 7.612 4,025 1,722 
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1 Where data are available, includes sales of leased departments. 
2In most cases, after state and foreign income taxes. 
Food Chains 
In thousands of dollars 
: Total Total Income Income | pivi a 
een Hinds | wiortn | oven | Gurent | Corea | Sew | ort | Aer | pad 
Great Atlantic & Pacific Tea Co.......... 509,896 | 336,940 | 221,901 | 373,172 | 167,951 | 4,304,991 | 77,175 | 35,875 | 16,416 
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Colonial Stores, Inc.......-+++....+000-- 69,153 | $2,882 | 30,511 | 47,661 | 19,161 | 380,009 | 11,080| 54591 2376 
Jeweller Cotlac. 1... seek cre oe 69,776 | 37,614 | 21,731 | 47,988 | 19,860 | 307,786 | 9,733| 4736] 2'817 
Grind Union,Coty ee 63,892 | 28,615 | 21,968 | 384,131 | 18,586 | 283,003 | 7,984| 3584] 1/213 
ACF-Wrigley Stores, Inc..............-.. 38,328 | 16,941 | 11,847 | 25,523 | 18,707] 245,455] 5,659| 2704] | 
Doblawelncs: Movcle eek ot okt. eds 29,649 | 15,495 | 14,457] 17,810 | 12,074] 211,911| 5716| 2759 515 
Hac sBohack Co., Ines weath sees as 29,552 | 16,720] 9,447] 16,984] 5,173 | 140,236] 4,148| 2184] 1,084 
Red Owl Stores, Inc............-.s20000. 98,604 | 11,319| 9,673 | 15,120] 6,872] 193,753] 9593 | 1.935 710 
Rennsbraits Com inc mene enc cere 24,645 18,746 6,935 13,088 5,377 108,583 8,780 1,911 670 
Fitzsimmons Stores, Ltd................. 24,270 | 12,687] 9,275] 17,030] 8671| 99,716] 2562] 1'260 673 
Stopte Shopsines syne |. eo eet $1,977 | 10,587] 7,227] 11,970] 6309| 98,189] 2640] 1874 399 
PuriyiStores; Lids ge5 Sis ves Wak ce 19,957 | 12,573 | 6,991 9,889 | 6,325 | 92,749] 9808] 1/290 311 
Fisher Brothers Co.................0.0., 16,518 | 10,128 | 6,049 9,586 | 4,041] 85,980! 1/897 910 479 
Jawveingarten, Inc, 24.0)... 20,013 | 10,899 | 7,240] 13,079] 5,020| 85.344] 2315! 1,196 437 
Thorofare Markets, Inc.................. 12,302 5,619 | 3,350 7,643 | 3,362] 983,593 | @989| 1442 343 
Mayfair Markets............... 0000000. 14,308 7,421 | 5,378 8,223 |. 5,972| 66,945 | 1186 624 155 
Mater Basket heck boris bo 46 ton tel eet 14,161 7,339 | 4,902 9,852 | 4,858|  66,296| 2634] 1,950 567 
Shopping Bag Food Stores............... 13,472 5,403 | 4,873 9,210 | 6,172] 63,694] 1,602 801 56 
Cook. Colles Co. tee ee ek ee 13,035 6,934 | 4,859 9,497 | 3,810| 60,935 | 2537] 1,211 432 
Digibear Storea' Co... f5 > ee 9,524 4,154 8,041 5,103 2,674 56,672 1,682 185 199 
TAS i RR AB ie gs 2,202,111 | 1,188,711 | 845,453 | 1,411,236 | 685,081 |12,736,062 | 290,080 | 142,745 | 66,735 


1 Where data are available, includes sales of leased departments, 
2In most cases, after state and foreign income taxes, 
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THE 200 LARGEST TRADE FIRMS IN 1955 


nation’s 200 largest trade corporations is shown 
below for the year 1955. Unlike the list for manu- 
facturing,! the trade concerns are ranked by volume of 
sales, which appears to be a better indicator of size for 
these companies than total assets. Several large com- 
panies do not report sales figures or issue financial re- 
ports and therefore could not be included. 
Total sales of the largest retailers and wholesalers 
reached $33 billion in 1955. This was $2.6 billion above 


[Los SECOND Conference Board listing of the 


Selected Data for One-Hundred Largest 
Trade Corporations, 1955 


Income After Taxes Inventories 
as Per Cent of as Per Cent of 
Type —$—$ $< | —_____—_ 
Sales Sales yveiend 

Department and specialty stores . 13.8 40.9 
PPAR OLOels copies oe Sibreneleysl iw «5.6 18.2 38.0 
Wood chainsissc: ...0ees cess. 6.6 59.9 
WHHEOCHAINE 7 soe ce ss ts 17.1 62.1 
Wholesalers and jobbers....... 16.1 54.6 
ive TA & > * Se 52 12.0 48.1 


Source: Tar CoNFERENCE Boarp 


the figure for 1954, and represented approximately 11% 
of sales for all trade establishments in the United States. 
About half this gain could be attributed to food chains. 
These companies sold over $13 billion worth of goods in 
1955, an increase of $1.3 billion over the previous year. 
All other types of businesses included in this listing 
showed sales gains over the year before, which ranged 
from over $500 million for department and specialty 
stores to slightly more than $100 million for wholesalers 
and jobbers. 


GROUP WITH LARGEST SALES 


The thirty-nine listed food chains accounted for the 
largest portion (40%) of total sales. Eleven out of the 
top twenty-five companies were in the retail food busi- 
ness and alone sold one third of the total sold by the 200 
largest. Two thirds of all the companies were in the 
department and specialty store class and comprised 22% 
of sales. Next in line were the mail-order companies, a 
small group of six which accounted for 14% of the sales. 
“Other chain stores,” a group including restaurants, 
variety, drug, shoe and furniture stores, were forty- 


1A listing of the 200 largest manufacturing corporations in 1955 
appeared in the March, 1957, Business Record. 
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eight in number and had 13% of total sales. Forty whole- 
salers and jobbers, with 12% of total sales, round out the 
200. Only seven out of the first-hundred companies had 
lower sales than in 1954. Ninety-one had increased sales, 
and two, ACF-Wrigley Stores and Purity Stores, were 
newcomers to the listing. 


LITTLE CHANGE IN YEAR 


The composition of the hundred largest varied little 
since 1954. There was only one change in the ranking of 
the first ten, J. C. Penney edging past the Kroger Com- 
pany into fourth place. The largest jumps were made by 
Automatic Canteen Company of America, which moved 
from rank 98 to 56; Fitzsimmons Stores, which, as the 
result of a merger with Smart & Final Iris Company, 
went from rank 93 to 57; and Seeman Brothers, which 
jumped from 149 to 80. Two companies, Gamble- 
Skogmo and Rice-Stix, dropped more than ten places 
between 1954 and 1955. 

The 9% increase in sales of the first hundred com- 
panies resulted in a 12% increase in profits for the year. 


Distribution of One-Hundred Largest Trade 
Corporations, 1955 


Per Cent Distribution 


Typ Cc Net Inco: a aa 
< S Ss me tories 
anlar Worth | Sales After sa 
Taxes 


Department and spe- 


cialty stores....... 26.4} 19.9 | 25.5 22.8 
Mail order.......... 26.9 15.1 | 29.0 22.8 
Food chains......... 18.3 | 42.6] 20.7 23.5 
Other chains........ 19.0} 11.6] 17.6 16.4 
Wholesalers and 

jobbers; c.cewiee. 9.4] 10.8 7.1 ; 14.4 

Total 5 ctnteene a 100.0 | 100.0 100.0 


Source: Tan ConFERENCE BoarpD 


Mail-order concerns, led by the two giants, Sears, Roe- 
buck and Montgomery Ward, accounted for almost 30% 
of the total profit figure of nearly $700 million. They 
showed a profit of 4.4 cents on each sales dollar, the 
highest figure for any group. The other chain stores, 
with a 3.5% return on sales, were followed by the depart- 
ment and specialty stores, with a profit on sales of 3%. 
Lowest on the list were the food chains, averaging only 
slightly over 1 cent on each sales dollar. However, the 
return on the investment of the stockholders for the food 


(Text continued on page 153) 


152 
Chains Other Than Food 


In thousands of dollars 


‘otal Net iven= Total Total zi Income Income Dividends 
Company Pier Worth ae were Baro — poeer# ies Paid 

Fe Wa Woolworth, Com... oe ete oes cece 486,360 330,067 | 124,834 190,352 59,068 167,779 54,851 34,156 24,259 
Rh Mirae. 6 agdonodomomcondolusod00 247,048 186,783 51,919 109,585 37,374 354,651 27,083 13,883 8,829 
Wale Grant: Goss isercccik tse sistoveleleveleeielnte ous 137,167 96,266 60,820 92,199 35,075 351,849 20,395 9,710 4,971 
Western Auto Supply Co...........-..6+: 83,028 54,159 38,496 75,468 14,119 197,734 10,789 5,005 7,679 
GuCaMurphy Cote a. .cmcicericonieci ene 83,940 66,051 29,385 51,076 17,890 196,423 17,896 8,576 4,632 
Walgreen Coss. esc cieicsieiel « sv cleleiele vielnte ~ 48,787 $1,221 23,307 33,689 15,116 192,735 7,903 3,994 2,391 
Same New berryaCoresterinic icles aielereieteleieriste 95,481 62,975 39,782 53,697 19,492 190,690 11,755 5,845 3,419 
Sie Kress & Coy. se ce ce astisaie cae « 119,027 99,535 30,630 49,729 19,491 167,896 18,307 9,057 7,128 
Melville;Shoe! Corp tients aie etitelle cnet ie 46,925 34,274 15,480 $7,816 12,381 114,496 11,880 6,355 5,125 
Heals Green: Co. Lik ters «coors eieresices 50,439 42,260 18,061 26,524 7,609 111,725 6,877 8,656 2,393 
McCrory Stores ‘Corp epee ansietere: sievervjermneyener ane 53,059 40,195 18,176 23,583 7,863 108,705 6,875 3,300 2,491 
Gamble-Skogmo, Inc... ............00-. 59,678 40,386 25,574 40,712 11,018 104,163 4,907 3,336 1,787 
Shoe) Corp yof Americas sc. ais «116s evra ee 42,152 19,506 20,976 29,466 12,093 89,506 6,067 2,818 699 
Edison Bros. Stores, Inc............++--- 38,013 24,251 12,892 26,275 6,022 87,204 4,898 2,530 1,526 
INGISTIED BYOS., NC Sargeras crs 0% wromueig Seren oly 27,157 17,567 11,278 15,520 4,990 68,829 2,629 1,301 681 
Thrifty Drug Stores Co., Inc............. 22,416 11,142 13,114 19,422 7,708 66,760 2,010 960 432 
McLellan Stores: Cosine cose s scien eyettre.: 27,362 19,182 18,837 15,944 7,180 61,408 8,471 1,756 1,447 
Peoples Drug Stores, Inc.............+65- 20,831 15,179 10,117 15,226 5,520 57,570 3,106 1,504 858 
United Cigar-Whelan Stores Corp......... 18,355 13,953 7,285 13,808 4,402 56,557 1,215 541 51 
Ge Ra Kinney-Co., Ines ee acre bys co sine oi 18,689 10,090 11,131 14,326 5,545 51,661 3,461 1,727 683 
Ansa beck ohoe Corps. cre ceva c oscaye cena 19,377 10,808 13,317 15,937 6,117 51,496 2,007 1,029 607 
_Total............-........ 1. | 1,745,291 | 1,225,850 | 590,411 | 950,354 | $16,073 | 3,450,837 | 228,382 | 121,089 | _ 82,088 


1 Where data are available, includes sales of leased departments, 
2 In most cases, after state and foreign income taxes. 


Mail Order 


In thousands of dollars 


Total Total Income Income 
Company Total Net Inven- Cucat Cascenk Sales! Befo Dividends 
rre re? Aft i 
Assets Worth tories ‘- Liabilities Taeey 7. =i Paid 


513,379 | 1,302,113 | 363,415 | 3,306,826 | 334,667 | 158,767 | 73,010 
278,701 709,910 | 97,381 969,947 | 73,701 | 35,441 | 30,671 
13,547 99,940 | 51,665 130,434 8,872 4,322 1,179 
14,173 44,934 | 21,048 97,352 2,720 1,420 805 


819,800 | 2,156,897 | 533,509 | 4,504,559 | 419,960 | 199,950 | 105,665 


1,596,110 | 1,032,696 
740,975 643,594 


Searsoebuckcand Co.ce cece eres cise © 
Montgomery Ward & Co., Inc............ 
DplegelwknCrspetccenas stesie esi aceon ctaalty. 104,312 40,945 
Aldenswlncmt. some caster cet crenata. 50,091 18,591 


qojcisin Spe eatins Gupimoe tcmma at 2,491,488 | 1,735,826 


1 Where data are available, includes sales of leased departments, 
2In most cases, after state and foreign income taxes. 


Wholesalers and Jobbers 


In thousand of dollars 


4 Total T roe 
Company xe | wWetn | TEET | cumene | Current | Sale! | Before | TAfter® | Dividends 
Assets Liabilities ‘Taxes Taxes be 
Anderson, Clayton & Co.......sssseeeues 456,499 | 172,954 | 191,299 | 318,341 | 213,964 | 736,623 | 13,897 | 8 
McKesson & Robbins, Inc...........+.5. 182,252 | 88,909 | 97,817 | 161,656 | s9'618| 530°325 | 1s;s80 | sive | oes 
Graybar Electric Co., Inc..............,- 112,364 57,341 43,810 | 101,723 54,769 423,797 | 11,585 4,703 2,873 
Consolidated Foods Corp................ 77,863 42,866 40,734 58,309 23,400 224,787 4,702 2.579 1,694 
American News Co........s+s+eecseseu- 65,687 | 32,096 | 16,875| 48,404 | 32,569! 171,393| 3309 | 708 | 1054 
Pacific Gamble Robinson Co............. 29,497 | 17,495 | 10,715 | 93,739 | 6,982] 169,685| 2547 | 17411 ; 
Butler Brothers..............ssee eee. 44,091 | 30,445 | 15,885| 38,794 | 13,645] 114,863] 5.078 | 2458 | 1/604 
Super Valu Stores, Inc.. aie 9 a disisielbigie sie ale = 12,287 5,937 7,130 8,905 4,270 108,298 1,523 "732 "279 
Southern States Cooperative, Ine. Re 44,363 24,323 9,248 24,452 3,887 101,279 5,152 5,152 
Automatic Canteen Co. of America. ...... 34,204 | 14,465 | 7,797 | 21,226 | 10,588] 100.1631 s.777 | 1947 694 
Marshall-Wells Co....-..eeecsescee ....-] 46,004 | 87,568 | 20,697] 87,804 | 7.744] 87,824 | 3.039 | 1689 731 
Fleming Co., Inc............ ree FS 6,863 3,610 4,139 5,505 2,568 | 87,598 | 1,072 512 189 
Carpenter Paper Co... ... bi ae alee 30,864 | 19,784 | 10,455] 21,627 | 6330| 74,609| 3811 | 1,841 | 1130 
Central Steel & Wire Co................. 84,065 | 20,055 | 17,891| 29,964 | 12,886| 66,522 | 7,321 | 3.531 | 1’195 
Seeman Brothers, Inc.....---............ 13,657 | 5,501 | 6,484] 11,670 | 5,588|  65,989| ‘459 "219 150 
Van Waters & Rogers, Ine leat 17,264 | 8,376 | 6,806] 13,742 | 6567| 56:759| 2120 | 1.081 269 
Brunswig Drug Co.. EN ks 17,923 | 11,654 | 8,595| 14,529 | 4,169] 53.451] 2070 | 1009 473 
ending Corp......... ne weccee| 18,606 | 10,470 1,964} 8,900 | 4,936] 50,172] 3179 | 1564 768 
Cah ay Sw Ment er ada, bs 1,240,783 |_ 608,849 | 518,341 | 949,290 | 473,220 | 3,998,067 | 93,337 | 49,046 | 24,161 


1 Where data are available, includes sales of leased departments. 
2 In most cases, after state and foreign income taxes, 
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The 1955 Ranking of the Largest Trade Firms 


es Classi- aie Classi- 
$ Millions fication* $ Millions fication* 
1 | Great Atlantic & Pacific Tea Co. of America] 4,305.0 | F Cle Murty stores, Vtd.. asc eee eras sete creer 92.7) F 
2 | Sears, Roebuck and Co................... 3,306.8 | M 62 | ‘Shoe Corp. of America... ......025020 5+ 89.5 C 
8 | Safeway Stores, Inc..................000- 1,932.2] F 63 | Marshall-Wells Co...............c0eeeees 87.8 | W 
Amh ds C.henney, Contin scccolie e 1,220.1 | D 643s) Bleming Cor Ine Ae eas caste ee 87.6 | W 
Soy Kroger Cots srw ate den Mea eoe ce alee 1,219.5} F 65 | Carson Pirie Scott & Co..............0++- 87.5 | D 
6 | Montgomery Ward & Co., Inc............ 969.9 M 66 | Edison Brothers Stores, Inc............... Si Sal 
Wal Me WWasVVOOlWorthn@os scree. set eee f 767.8 | C 67\ ‘Wisher Brothers! Covs.o.% ic aces celoes eaeee 86.0] F 
8 | Anderson, Clayton & Co.............200: 736.5 | W OSzi.de Wemgartens Inert scan as acces merece: 85.3 | F 
9 1erican Stores! Costes ere ee ee AY 654.7 F CDE Bondi Stores InGe ae ores 85.2 D 
OMT Allied Stores Corps ck bs acc ten e) cee. 581.9 | D 70 | Thorofare Markets, Inc......<...:....... 83.6] F 
ign National hea'Corrsss tents tee ret 575.6 | F W1o| aenrporium) CapwelliCou.. 4.4 fee oe eet 79.8 | D 
12 | Federated Department Stores, nee s Se ee GST cise DD (2a\qcarpenter Paper‘Cos ss. oe ose eee 74.6) W 
13 | McKesson & Robbins, Inc................ 530.3 | W Tal URich’ se IncCwse hog a te ae een eee 7380 DD 
14 | May Department Stores Co............... 494.4] D 74 | Neisner Brothers, Inc.................+2: 68.8 | C 
15 | First National Stores, Inc................. 491.7 | F Jon) Mayiair Markets) vices fet teen eee 66.9] F 
160) Kood-Fair Storessine; sb e o. oe 475.2) F 76 | Thrifty Drug Stores Co., Inc.............. 66.8} C 
17 | Graybar Electric Co., Inc................. 423.8 Ww 77°| Central Steel & Wire‘Co,............5:0¢- 66.5 | W 
184) Winn-Dixie Stores,"Ine.*)s nec. eee cee 421.3] F 78 | Interstate Department Stores, Inc......... 66.4 | D 
Los) Colonial Storess Ines ano. ods oe oe ais ls 380.0] F WOW Market Basket Setcns ache seta see 66.3) F 
On) i. tlemiaes ea Co. Ines" ek oO a, 376.41 D 80"| Seeman Brothers, Ines. -.7: 50... scene 65.3) W 
Pisneeoraresve’ ©O-2 s,s es be. eee oak 354.7 | C 81 | National Department Stores Corp......... 65.21) D 
PORN warrant Gos ote cc Peete eee ead, 351.8 | C Sor Davidson Brosspluciesc cee. yee te mire 64.9} D 
23' Gimbel Brothers, Inc:. 2.2.42. dase c ued 325.0] D 83y1' Lane Bryant, lnesam ot tore tee ee ee 64.6 | D 
Cer aewer wedi, INC meer oreo ii lc. k ee ee: 307.8 | F 84 | Shopping Bag Food Stores............... 63.7 | F 
woul GrantmUaiom COs ces foo Css s fe loa ee 283.0} F 85.| Mclellan Stores'Coi. 5325. a8... se ees ee 61.4] C 
WGaeiLnptoresd:| OO.- 6 tod cto ake 251.9 | D B64|' Cook Coffee Comments os coat eee eee 60.9] F 
27 | ACF-Wrigley Stores, Inc.5................ 245.5 | F 87a) Joseph’ Horne Covent. ac octet nee teeee 60.2} D 
28 | Consolidated Foods Corp................. 224.8 | W 88 | Scruggs-Vandervoort-Barney, Inc.......... 60.0} D 
RUMSLOMaW nests tater ste fete ke con tae 211.9) F 89 | Wieboldt Stores, Inc.............220:---> 59.7} D 
Seep Marshall Bield & Col.) cs.. ccc. ee tee 201.3 | D 90 | Peoples Drug Stores, Inc................. 57.6 | C 
31>) Western Auto. Supply Cone... cece te: spot he 91 | Van Waters & Rogers, Inc................ 56.8 | W 
Bema TC MUIDUYy COssweileta fed cc's se sade ss 196.4] C 025) Big Bear Stores’ Cos.. shea dare cctseriepe circle 56.7] F 
Borie Ww aiereen Gor. sees ee aes te eos were 192.7} C 93 | United Cigar-Whelan Stores Corp......... 56.6 | C 
Saal Weide MEW DEITY Oe. | ae ces. codes «co 0s 190.7 | C 94:'| Stix; Baer. & Puller Cos.) wf. cc. cess a 55.8} D 
35 | Asscciated Dry Goods Corp............... 189.9} D 05: || Brunuswigirug*Co., cone se n.s 6+ caperrace 53.5 | W 
36); American News Co... 824 5 ccdie ds sade: 171.3 | W 96: |"GaR> Kinney: Cos, Ine. so. geine «ae sees 61.7 | C 
87 | Pacific Gamble Robinson Co.............. 169.7} W 97 | A.S. Beck Shoe Corp.............+.-+-55 61.5 | C 
Bomie Fe Kress ar COres sete ao ood cede 167/939 |) .C 98°] Highee Covntacn cic cates cotanare see hme ee 50.5} D 
390) Cerner Stores: Corpite sc. 55 Sic cee ces ces 161.1 D 99 | Younker Brothers, Ince i. eee eee 50.5 | D 
Atmeit. 6) Bohack,Co-selnese § :o etetexduevessee tans 14072-\. FF 100HRABC Vending Corp.ch.;) enter eer 50.2 | W 
41 | Mercantile Stores Co., Inc................ 138.8 | D LOLS) Woodwand @Wothrop an. aejeyteeee aa eiaeons 50.0} D 
APE ISTNSZEL, ATIC. <a. Lacwehs 1 Salata ia) Sed aaah Mane Siew ah 130.4] M 102 | Halle Bros. Co... . 1... secs eee e eee ees 49.8 | D 
i Sa LUCH Re NING. neta saeco eee ous a s0.e,ae tne 129.5 | D 103 | Daitch Crystal Dairies, Inc............... 49.2 | F 
Adi) Red Owl Stores, Uniery 0%, Sees eee tds os 3 123.8] F TOA ME Wiyattel ood stones tesencrc¥ec «sei aiu ctetetoleiersts 49.1] F 
MUR ES RLOLAPOUREES tele vcore o.c-01i-s 019 ares 0-0 ora 114.9] W 105°] Williams! &i@o., Incl. cnecer. 3. see ceive 48.4] W 
AG Melville SHOC COE). c eo. eaclassss0cessscss 114.5} C 106. || Frank G. Shattuck’ Govt... 6... wees 48.38 | C 
A TRUMEL eCHEM@O ete actinic «9 oe v's wines ow ss o0\s-3 11322 |} D 107 | American Factors, Lads See ie uw es secre 48.0 | W 
48 | Broadway-Hale Stores, Inc............... 112,17 D 108 | Meier & Frank Co., Inc...........2..+2-- 47.6 | D 
AOnivtl. A. Green Cosine. csicsaisrasPesy Jor 4 byack + 74s 109) {aL Ayres? Con. Ade cies eles ciate 47.0 | D 
50 | McGrory. Stores Corp... 5 esc cicoseeees 109.7] C 110 | Alpha Beta Food Markets, Inc............ 45.6 | F 
‘istlee| AL Besataya Bruits Cloves! 8 Care Siae aan eRe inctee te 108.6} F W10) |) Rike-Koumler) Con ens ce stersiereies aiinrnetiorare 45.2 | D 
b2HeSuper Valaistores (Me. ss... cde cele cle = = 108.3 | W 112 | Lucky Stores, Inc..............+ee essere 44.8} F 
SSial Goldblatt, Bros. lnc. 5e ogee: hyeyeccote a's of aie 106.6 | D 113 | American Hospital Supply Corp........... 44.5] W 
54, | Gamble-Skogmo, Inc............0..22+05- 104.2 | C 114 | Horn & Hardart.Co..,...45.02-. caebee nee 43.8} C 
55 | Southern States Cooperative, Inc.......... 101.3} W 115 | Ed. Schuster & Co., ) Rolo alia aise reir ne 43.4 a 
56 | Automatic Canteen Co. of America........ 100.2} W 116 | Cunningham Drug Stores, Inc............. 42.6 
57 | Fitzsimmons Stores, Ltd.®................ 99.7 1 117 | Moore-Handley Hardware Co., Inc........ 42.4] W 
if) Slory aS) ays tess ade dc atin anbindoee wOneE 98.2) F 118 | The Fair... ........sseeeeeeee eee eeees 42.2 m 
BouleAldense INC’. Se cient eee cesses cca cc. > 97.4} M 119 | S. M. Flickinger Co., Inet 5 pees eee 41.2 
60 | Grayson-Robinson Stores, Inc............. 94.2} D 120 | Austin, Nichols & Co., Inc................ 41.0| W 


group was greater than for any other group. Taking this order houses, the next highest group. Over-all, the 
group as a whole, net income of food chains was 12.1% hundred largest corporations had net profits amounting 
of their net worth, as compared with 11.5% for the mail- to 2.3% of sales, as against 2.2% in 1954 and 2.1% in 
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The 1955 Ranking of the Largest Trade Firms —(Continued) 
1955 


1955 


Classi- 
$ eee fication* 

ee eee eee 

121 | National Bellas Hess, Inc.............--+- 40.6 M 
TOD eRice=Stix. Lee © esis ie vraca-sceie of «1 e)0le (olahaelalalay eis 40.5 Ww 
ASE eBurdines) Inc... acetate +> es ele epesrases 40.1 | D 
12431) Katz Drug Co... 20s ccm cece sn saieie > 39.5 | C 
125 | Ducommun Metals & Supply Co.......... 39.3 | W 
126 | Whitaker Paper Co.....-.......scceeeees 38.6] W 
Tea il Bostaka Gone lvenigsmmaiboe olegoapoEnon dso 38.1 D 
OSM den Wie Vays: LNnGas . s)-clere)sieteis\ele clo) seein rimiays 36.4 D 
129M Ewe Korvette,) INC... cc cieineicn des cteranieins 36.3 Cc 
TSO eNilleraWohl Com Incas cen cies iene 36.3} D 
TE |) Unease Ui eae ocoeoGocadd0 dnscdbo0s 35.4 F 
132 | Western Department Stores.............. 34.8} D 
133s ebrankliniotores)| Corps. .)5-)-/ieclas ee ole 34.3 | D 
1S4aisGenuine Parts! Co.cs-.6 6 sc: veers oaledis a ae 34.1 WwW 
135n|ekobacker Stores; InG:..... 6s cece e sees ae 33.8 | D 
1SGHlp Barkermbross COrpacpismier ciate oetepersisieverered= 33.6 | C 
137 | Southwestern Drug Corp................. 33.5 | W 
138 | Julius Garfinckel & Co................45- 33.51 D 
19a Netman= Marcus COs0 osc secs onc csc cms 33.2) D 
140 | Hibbard, Spencer, Bartlett & Co.......... 33.2| W 
141 | Peaslee-Gaulbert Corp..............--45- 82.8 | W 
4M eEhalhimer: bros: LCs ciacie aces ele seis eereraie re 32.3] D 
143m) ehichmans Bros. COvets sie cients sor cree irsra oe oi Si lee 
44a SHoving, COLrpi cue cases: e Ceci nicfeletsne chee 4 31.6} D 
V45a;eMandel’ Bross; INC. . sss ssiose «co once 31.6 | D 
AGRE BICKLOTO:SITIGe tas, sas cites sw cana cies eatery Sees LG 
NATae Howard Stores) Corp. oi. mse asi ss erie a: 31.0] D 
1435 MDianay stores; COrp.iiy sec eee ct bee cre sersiaeie 30.1} D 
149 | Horn & Hardart Baking Co............... 29.9| F 
LOO eb lucheld' Supply Co... ecemons cece ci csc 29.9) W 
TSI PWhiteis Auto Stores, Ines... 5... «cases: 29.9) W 
1D Ze ROUND Aye rug Consens oe clos ce see area 29.8 | C 
153 | Peden Iron & Steel Co................... 29.71 W 
TOARIBW Corde OIOANIC® acs cate ate oe ois cm oty aus cause 99.5} C 
155 | Dohrmann Commercial Co................ 29.3] C 
1565)) Mangvel Stores Corps... .oeos es noes outs os 29.1) D 
157 | Arnold Constable Corp................... 29.0} D 
TOSMIPATOM. Castle. & Co: cameos. oeots cmuercee cia 29.0} W 
159 | Miller and Rhoads, Inc................... 28.9} D 
LE0k PHoteli Corpyof America’s... 5... cecuebe ee 28.7 | C 


1 Kroger Company acquired Childs Food Stores (1954 rank: 172), July 31, 1955 

2 Federated Department Stores, Inc. acquired Burdines, Inc., J uly 28, 1956 

* Winn & Lovett Grocery Co. (1954 rank: 26) merged with Dixie-Home Stores 
(1954 rank: 67), November 14, 1955, and adopted new name 

‘ Colonial Stores, Inc, merged Albers Super Markets (1954 rank: 59), June 20, 1955 

5 ACF-Brill Motors Svan merged the following companies: Wrigley Stores, 
Inc., Big Bear Markets of Michigan, Inc., Standard Food Markets, Oklahoma Frozen 

‘ood Corp. and Dutch Oven Baking Company. These mergers became effective 
December 30, 1955, at which time the present name was adopted 


1953. In relation to net worth, the figure for these same 
companies was 10.7% in 1955, 9.9% in 1954, and 9.7% 
the year before that. 

The year-end inventory figures of the top companies 
increased 13% over the previous year. As a per cent of 
sales, inventories of the mail-order group were highest 
with 18.2%. Next in line were the other chain stores 
with 17.1%, with food chains well below the others at 
6.6%. The average figure for all companies was 12%. 
However, when taken as a percentage of total current 
assets, inventories of the top firms averaged 48.1%. 
Chains other than food led the way with a figure of 
62.1%, food chains second at 59.9%. Mail-order con- 
cerns were lowest, with inventories at 38%. 


Classi- 
8 Milfons fication* 

| ne eee 

161 | Sibley, Lindsay & Curr Co.............+-- 28.5 | D 
169.) Trunz Ine. icdtescscnes ss scinaar heer nie 27.8.4 
168 | Reliable Stores Corp? .......-.-.csee+e 27.6} C 
164 | Kay Jewelry Stores, Inc.........-.++++0-- 27.4} C 
165 | A. G. Spalding & Bros., Inc..............- 26.9| C 
166 | Crowley, Milner & Co..........--+---+0:- 26 7 D 
167 | Consolidated Retail Stores, Inc...........- 26.5 | D 
168 | Century Food Markets............ seseee 25.8 | F 
169 | Zion’s Cooperative Mercantile Institution. . . 25.7} D 
170 | Gray Drug Stores, Inc.............-0+-- 25.5 | C 
171 | Sprouse-Reitz Co., Inc..........s0..s0e0% 25.5 € 
172 | Rose’s 5, 10 & 25¢ Stores, Inc............ 25.8); C 
173). Blauner’s:. 5.70022 + 5 os ee ceed aaa ee 24.7) D 
174} Davega Stores Corp.... 2... -inecssceses-s 24.6) C 
175.| Stouffer Corpsas 2.2 - sscer eee eee ee 23.6} C 
1760] Hot Shoppes; Inei. 2): . scweinse.- - abe 23.6] C 
177. Spear iS; Col sais tebe. c.e a ooo wee § eee ete 23.5 | C 
178.) Di HG Holmes Co, Dtdic. 6.20.0 c8 «tose 23.4] D 
179-4) Prophet: Co. .t oc; <ss oss ee oe o> Sees 23.4) C 
180 | Huttig Sash & Door Co... 0... 21.5. 0090e- 23.2 | W 
181 | Sunrise Supermarkets Corp..............- 23.0}; F 
182 | Van de Kamp’s Holland Dutch Bakers, Inc.. 22.6) F 
183)|, Gilchrist "Cote. 50 sg0ccc oe. eee siete 22.1:1, D 
184G)) Webbis City, (lng... n<secenecmuneameraae 22.0} D 
1853\-J.. B.dvey'&'Co.>.. Scere ets ee eels 21.6.1) D 
186) . WaHeDunne Coe. iis <ce5 a cas ae ee a1 On), £ 
1879) ‘Cashman’s Song, ING.) 6 .s.5=: dace eee 20.5) F 
188 | National Shirt Shops of Delaware, Inc...... 20.4} D 
189 | New York Merchandise Co., Inc........... 20.41 W 
190] Raphael Weill’& Co... 030. 3s. 2 << cee hee ole 19.9} D 
191) 1) National. Shoes; Inc, /....6. «ac eee eres 19.6 | C 
192, || Waldorf System, Inc... 2.2... ......0e5-be 19:2 
193) Dy Kaltman’ &'Co.,Incit sonore occ cb oe onee 18.6 | W 
194°] Sterchi Bros. Stores, Incl/s.-. 2... = sre <n 18.4] C 
195)" Benn Dairies, Unc. ..,.. . enertereatonscee ee 18.3} W 
196; |): Rhodes; Un Goss cctare te cto omiertale oie cleanin 18.1.4 4G 
197 | Fanny Farmer Candy Shops, Inc.......... IS. 
1984). New Process Cos act oc ssccuscees eee eee 18.0| M 
199 | John Irving Shoe Corp’................. Toe 
2002 .NinOwNelson ‘Co.cx yc sias.c cetacean ee 17.7 [OW 


; 6 Fitzsimmons Stores, Ltd. acquired Smart and Final Iris Company (1954 rank: 81), 
une 30, 1955 

7 Formerly Childs Company. Present name adopted February 21, 1956 

8 Sales are for thirteen months due to change in fiscal year 

® Sales are for eleven months due to change in fiscal year 


* Classification is as follows—D: department and specialty stores; M: mail order; F: food 
store chains; C: chains other than food; W: wholesalers and jobbers 


Sources: Annual reports of the companies; ““Moody’s Industrials” 


Slightly over half of net income after taxes was paid 
out to stockholders in the form of cash dividends, both 
preferred and common. Two groups, mail-order and 
department and specialty stores, gave out over $100 
million in dividends to investors, both representing some- 
what over 50% of net income. Two thirds of the income 
after taxes of other chain stores was distributed among 
stockholders, amounting to $82 million. Both food 
chains and wholesalers and jobbers paid out a little less 
than half their net income to investors. 

Sales of the first hundred corporations amounted to 
$29.9 billion, or 90% of the total of the 200. 

HERBERT J. WEINBERGER 
Dwwision of Consumer Economics 


BUSINESS RECORD 


SELECTED BUSINESS INDICATORS 


Chartbook 
Page* Series 


Februaryp | January | December | February 


Industrial production 


5 mOvaleats ekeemicr ss or Balls) «) siaiesnielie e leis 1 els) olntelaisiety eiests 1947-49=100 S 146 147 143 
Durables manufacturing Sob UG blomaoocdOnSenson ba. 1947-49=100 S 164 r 167 158 
Nondurables manufacturing 1947-49=100 S 130 130 130 


Wholesale prices 


11 PM GOMMOTICR. . . Cp Ile asians a we tise 9 bie nes 858 1947-49 = 100 116.9 116.3 112.4 
tndustialcommodities. «c.ccsss fecce cee ees none. 1947-49 = 100 125.2 124.7 120.6 
Re he sree ate te etree oe wine a unetens 1947-49 = 100 89.3 88.9 86.0 


13 Mibicem ee Sea Ractott Plies vases & mledanys 1953=100 103.4 103.2 101.1 
EYOUSI NG carat rae sisadt Come ote: w siaeis sa. orccsiarelo te de sece's 1953=100 104.5 103.7 102.4 
RE, is ha thc Pie Rio A eee oe eee 1953=100 100.2 100.5 97.3 


Prices received and paid by farmers 


15 Prices received’. ......+.0s20e sees eee eee sees eens 1910-14=100 238 237 227 
PCR ong vp RE aA OY rs REDS COALS 1910-14= 100 292 290 280 

Parity Ta Close tinder treatise Sac cee od oa ce cea eR 1910-14=100 82 82 81 

Employment and unemployment (Census)? 

Metal AQDOeAOKOG wish Soe STEN Sse as Dhe as VATS Thousand persons R 68,638 69,855 68,396 

17 Civilian labor force Ween es. se ser sey s cige Thousand persons R 65,821 67,029 65,490 
Civilanemploymenty..4 ete sae seesaw ees Thousand persons R 62,578 64,550 62,576 

NGitarn Emiployinent sc cee ok skeen cic cseees Gael Thousand persons R 57,643 59,440 57,107 
Tmermlavmente ys -iaiaet a Pvatevreraacle ne obsiesins Thousand persons R 3,244 2,479 2,914 


Nonfarm employment (BLS) 


Totals): Past a re re ts eee Thousand persons S 752,063 752,072 $1,127 
19 Employees in nonmanufacturing...............+. Thousand persons S 735,033 34,992 34,248 
Employees in manufacturing. ..............+++4-- Thousand persons S 717,030 717,080 16,879 
Production workers in durables manufacturing. .... Thousand persons S r 7,725 r 7,154 7,681 
Production workers in nondurables manufacturing. .| Thousand persons S r 5,491 r 5,508 5,582 


Average work week 


21 PARED AIARPNITER CENT ESS Gs acer ota hs to ere tai nt 6 e = Sta erage ae sere Hours 
PP era ies MIAMULACCUTINIG « pis cc. cen linret sicraitic’ ois whedon je) 56 Hours 
Nondurables manufacturing. ...............0.00- Hours 


Average hourly earnings 


23 Al imanittactirine sono aeiinaiscg ene aiaiste SBLaet «ai8 Dollars 2.05 2.05 
Durables snanutacturing. secre @ ci ences coueces Dollars fe Geils 2.18 
Nondurables manufacturing... ........00.00se0008 Dollars 1.86 1.86 


| Ll 


Average weekly earnings 


2 5 PAC iri eLACELIFING seals. cis 4s a eels e055 sysrtpe esis. 2 wSrecete Dollars r 82.21 84.05 78.17 
Durables mantlacturing sss. go's ees. s'se ss es Dollars r 88.54 91.34 84.05 
Nondurables manufacturing. .........-...+s00005 Dollars r 712.73 74.03 69.65 


Personal income 


27 Tia saree 8s Sania aininie's 5 Hb Ao ahs 2 PH os ns Billion dollars S A 335.2 r 334.0 316.76 
Maboruncoiiess Sos oe oe Che eae cbse as ane. Billion dollars S A 240.5 r 240.3 226.3b 
Giibernicomiete: afte. ees eee eee eee eee Billion dollars S A 101.4 7 99) 7 96.16 


Instalment credit 


31 FEC TISLONIS A oP 50x 8 ois RO aes 5 + 5, Me are aisles taal Million dollars S$ 3,613 3,368 3,4326 
Repaynients 6 aan sak Ae iets arisiniace teers Million dollars S$ 3,385 3,185 * 3,107b 
Instalment credit outstanding................005- Million dollars 31,298 31,552 28,8866 


| | | 


New construction 


37 Ssh ce ace eae, eo OR A OE Seg oy eaeacc Million dollars S A 744,880 44,748 43,632 
OAL PE VACC Miele 6 5 wcde-wietelel vis ogni ate app al a em epee e Million dollars S A 730,000 30,504 30,264 
Private nonfarm residential. .........-0¢s0sse0cus Million dollars S A 714,532 14,868 15,360 


a | a 


Business sales and inventories 


POPALMELV CIIEOLICH «viet. vis co vir'scicia wins acre ee sip etee soe Million dollars S 88,700 88,500 82,8006 
yas A) CON EV ny ee GALE ACR ne WMP REEOE EIR BORO on sh Br Ue tr Million dollars S 56,500 55,800 52,9006 
39 Manufacturing inventories..........-.eeeeeeeeee Million dollars S 51,488 751,397 46,299b 
Weamitactiring sales ss ctinet eo. -ns- orp teeates le + Million dollars S 29,113 728,684 27,0236 
RRGRAE ITI VCTIEOIION 6:04 vis lev so os «oa Oe leeie seals pols Million dollars S 24,030 723,860 24,0806 
eet REALE Reo io nie. mw ntaya. oer dase Fos 2b placa toe y Boars Base Million dollars S 16,439 16,491 15,346 
Retail trade: Durable goods stores 
He VieN CORICS MMI re ie cielo eet ora she See ear op coe Pye o ois Million dollars S 10,790 710,700 11,3906 
41 Rea caer tetette ete aston nicl crane nas ojacd aus ususueietene ares allt ais Million dollars S 5,706 5,814 5,456b 
Inventory-Sales ratio. . 5... cs. es cesses esos scene * 1.89 1.84 2.096 


Retail trade: Nondurable goods stores 


tay etitOrleaimmee sees utue se risehes(eie. e016 ccs Sysin a) egeeuttonshe ayaun» Million dollars S 13,240 713,160 12,690b 
43 SIS kv inpaa pees Oe ae ie ane ened Million dollara S 10,733 10,677 10,202b 
Inventory-Sales ratio... 0.0.0... eee eee eect eens * 1.23 1.23 1.24b 


Durables mfg.: Sales and inventories 


Tir verk tries cock ctere.storonepecsisisssernssie 8 syei'yca wpzysrcnre ie avai ye Million dollars S 29,819 729,935 26,590b 
Ae are Re lt timem tnd iced ve. Million dollars S 14.607 | 114,507 13,5956 
1.96 


2.04 r 2.06 


Nondurables mfg.: Sales and inventories 


Tix ventGries cc) Aoi sicistales Serer a dc alelsret "e's iki w ele elles oie Million dollars S 21,669 721,462 19,7096 
7, yA yl Poke iceman eke o>” ets SS er a Million dollars S 14,506 | 114,177 13,428b 
* 1.49 Ta ol: 1.47b 
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SELECTED BUSINESS INDICATORS (Continued) 


1 


Chartbook 


Paces Series 


Merchandise exports and imports 
Exports® 
Imports : . 
Export surplus incl. grant-aid shipments 
Export surplus excl. grant-aid shipments 


Federal budget receipts and expenditures 
51 Cumulative receipts 
Cumulative expenditures 
For quarterly data see below 


Money supply and turnover 
Privately held money supply’ 
Total demand deposits adjusted and currency 
Deposit turnover: New York City 
Deposit turnover: 337 other centers® 


Bank loans, investments and reserves 

Investments? 

Loans? 

Excess reserves? 

Borrowings?+!® 

Commercial, industrial and farm loans" 
Diffusion index 

Industrial production 

Diffusion index 


49 


53 


Eight sensitive business indicators 
Residential building contracts 
Nonresidential building contracts 
New orders, durables 
Average work week 
Raw materials prices 
Stock prices, industrials 
New incorporations 
Business failures 


Chartbook 
Page* 


Gross national product 
7 Octal eae ti hice cre tat BMGs cas eapaa sels sree ost cnn 


Components of gross national product 
Personal consumption expenditures............... 
Change from previous quarter..............-.- 
Government purchases of goods and services....... 
Change from previous quarter................. 
Gross private domestic investment............... 
Change from previous quarter................. 


Disposition of personal income 
motal/personal income pci seteis ec cee oe mittens 
Disposable personal income. ..............-..0+ 
Personal consumption expenditures 
Personal saving 


Corporate profits 
Profits before taxes 
Profits after taxes 
eae facts a ieee rs rea 
Retained earnings waenmeatan eee eee wae eee 

Business expenditures for plant and equipment 
LOtall ath circ stoma eet ioe o Sete Te ee nS 
Mantiacturing industries reve ee nem : aeneeeniae 
Nonmanufacturing industries 


©.9 0 (0 (6:0 W\a)in)6 le eb « & 6 8) 6 (w/e) eb) 6 6 10 6) 0 


Ce ee eee eer eereereeresesreereerecens 


CCR RCS e SC Ce CC eC ee Cr er ry 


Federal budget receipts and expenditures 
Receipts 


Wi1S Obie & [6)'9), 66:10) 16:6; 08, 9).0 (0) 6: #) 6a be ©) 01/6, © 0.6 se le) 6.le @e\6 
OOS ON ORCI Sut tar ex DC Ce aa Ci RCC ee cout weer 


Sources: Federal Reserve; Department of Commerce; Bureau of Labor Statistics; 
Tue Conrerence Boarp; Department of Agriculture; Bureau of the Census; Se- 
curities and Exchange Commission; Treasury Department; F. W. Dodge; Standard 
& Poor’s; Dun & Bradstreet. 

.| Includes interest, taxes and wages. 2 Prices received divided by prices paid. * Be- 
ginning May 1956, data based on 330-area sample. Figures beginning January, 1957, 
not comparable to earlier months, 4 Excludes personal contributions to social security, 
included in components, 5 Includes wages and salaries and “other labor income.” 
§ Includes grant-aid shipments, 7 Demand and time deposits adjusted to exclude U. 8. 
Government and interbank deposits; and currency outside banks, 8 Excludes Boston, 
Philadelphia, Chicago, Detroit, San Francisco, TGs Angeles and New York. ° All 
member banks, !° From Federal Reserve Banks, 1 Weekly reporting member banks. 


Billion dollars S 


Billion dollars S 


Billion dollars S 


Billion dollars S 


Billion dollars S 


1957 1956 


December | February 


Februaryp | January 


1,284b 
1,0736 
2100 
1285 


1,675 
1,135 


1,993 
1,052 


Million dollars 
Million dollars 
Million dollars 
Million dollars 


10,879 


Million dollars 10,224 


Million dollars 


Billion dollars 
Billion dollars S 
TS, 


qs 


Million dollars 
Million dollars 
Million dollars 
Million dollars 
Million dollars 


Thous. sq. ft. fl.sp.SR 
Thous. sq. ft. fl. sp. S 
Million dollars S 
Hours S$ 

1947-49 = 100 
1941-43=10 N 
Number S 

Number S$ 


76,504 
65,681 58,260 
a. 14,6836 


Quarter | Quarter 


Billion dollars S 
Billion dollars S 


423. 
419. 


408. 


= <1 00 
tn ce & 


Billion dollars S 
Billion dollars S 
Billion dollars S 
Billion dollars S 
Billion dollars S 


PRUNWOKO 
mr UL 00 
AxwtNNON 


A 
A 
A 
A 
A 
A 
A 
A 
A 
Billion dollars S A 
Billion dollars S A 
Billion dollars S A 
A 
A 
A 
A 
A 
A 
A 
A 
A 


RPOWN 
PONS 
rrr) 


Billion dollars S 
Billion dollars S 
Billion dollars S 
Billion dollars S 


OONnNaO 
wo CORD 
mh ATWO 


35.87 34.49 
15.78 14.65 
20.09 19.84 


Billion dollars S 
Billion dollars S 
v20.65a 


Million dollars 
Million dollars 
Million dollars 


13,414 
17,439 
—5,732 


14,657 
16,362 
—1,705 


720,733 
717,791 
V1,627 


12 Gross national product, less ehanes in business inventories, *8 For fiscal year begin- 
ning July 1, S-seasonally adjusted. A-annual rate. N-new series. R-revised series; 
1957 data comparable to respective year-ago figures. a-anticipated. For the I Quarter 
of 1957, revised anticipated outlays are: Total, $6.89; Manufacturing, 16.84; and 
Nonmanufacturing, 20.55. For the II Quarter of 1957, anticipated spending rates are: 
Total, 38.00; Manufacturing, 16.88; and Nonmanufacturing, 21.12. b-January, 1956 
for monthly data. p-preliminary. r-revised. *End-of-mont inventory, divided by 
sales during the month. } Debits (annual rate) divided by deposits. ++ Diffusion index 
is being recomputed to incorporate revisions and changes in reporting of basic series, 
n.a.-Not available. “ Chartbook of Current Business Trends, Reena Edition), Tun 
ConFERENCE Boarp, 1956, Copies available to Board Associates on request. 
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Retail Prices Continue To Rise 


IN February, 1957, the consumer had to pay 0.2% more 
for commodities and services used in his daily living 
according to THe CONFERENCE Boarp’s index of retail 
prices. The all-items index for the United States rose to 
103.6 (1953=100), which was 0.2% above the previous 
month and 2.5% above the February, 1956, figure. The 
consumer dollar fell to 96.5 cents (1953 dollar = 100 cents) 
which was 2.4 cents below February, 1956. 

The rise in the price level resulted from advances by 
four of the five major commodity groups comprising the 
index. Transportation, off a slight 0.1%, was the only 


vegetables somewhat cheaper. The “‘other food at home” 
group recorded a 0.3% increase, with higher prices for 
fats and oils, sugar and tea. A decline in the price of eggs 
brought a 0.6% drop in the dairy products and eggs. 
(Dairy products were slightly higher over the month.) 
Since eggs and beef were the only food items to record 
substantial price declines over the month, the many in- 
creases for other foods could hardly be balanced. 
Housing costs rose 0.3% as solid fuels went seasonally 
high. Smaller increases were reported for rents, household 
operation and furniture and equipment. The slight ad- 


The Conference Board's Consumer Price Index—United States Cities Over 50,000 in Population 


1958 = 100 


Housing 


Fuel 
Rent 


106. 
107. 
107. 
107. 
107. 
107. 
107. 
108 
108 
108 
November. 108 
December . 


1956 Annual av. 
1957 January... 
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AARPHOOIARMWOHD 


aa 
a 
H 
0 
2 
7 
ua | 
3 
4 
af 
2 
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© 
=) 
or) 


O 


00 & 
on 


108.6 


Furnish- 
Power and] ings and 
Water 


Rebased Indexes 


A All All 
fs ae 8) Ttems Items 


(January | (1947-49 
Dollar |1989—100)| = 100) 


Trans- 


portation Sundries 


Apparel 


Equipment 


100.0 


105.8 
105.3 
105.1 
104.4 
104.1 
103.9 
104.0] 104. 
103.9 | 104. 
104.1 | 104 
104.1 | 105 
107.7 | 105 
107.9 | 105 


105.0 | 104. 


107.8 | 105. 
107.7 | 105. 


103.1 
103.4 
103.7 
103. 
103. 
103. 


115.0 
115.0 
115.0 
115.0 
115.2 
115.8 
116.2 
116.4 
116.6 
116.9 
117.4 
117.5 


116.0 


117.7 
117.9 


99.3 
99.5 
99.4 
99.3 
99.1 
99.1 
99.0 
98.9 
99.3 
99.3 
99.5 
99.8 


99.3 
99.8 


98.9 
98.9 
98.9 
99.0 
98.8 
98.3 
97.9 
97.8 
97.6 
97.4 
96.9 | 187. 
96.9 | 187. 


98.1] 185. 


187. 
188. 


183. 
183. 
183. 
183. 
183. 
184. 
185. 
185. 
186. 
186. 


ArEwwoorarww 
BP wWOWERwWOH 
HOMODRIOMARHA 


° 
3 
I 


wo 


© 0% 
On 


Percentage Changes 


1 x 
2/56 to 2/57... 


major group to register a decline. The cost of food, hous- 
ing and sundries was each up 0.3% over the month, while 
apparel prices rose a slight 0.1%. 


Food Up Again 

After declining 0.3% in January, food prices showed 
renewed strength in February as the result of increases in 
all food groups, excepting dairy products and eggs. Meat, 
fish and poultry were 0.8% higher over the month. Pork 
prices (up 2.6%) continued high, and poultry prices 
(up 2.1%) recovered from their previous weakness. 
Beef prices declined somewhat. Cereal and bakery prod- 
ucts, which have been rising steadily for the past few 
years, rose 0.6%. Fruits and vegetables went up 0.7% in 
price. The movement of the past few months was re- 
versed, with fresh fruits higher in February and fresh 
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vance in the apparel index was owing to an upswing in the 
prices of women’s apparel, augmented by higher service 
charges, (dry cleaning and shoe repair). Men’s apparel 
prices leveled off in February showing no change from 
January. The sundries index advanced 0.3%, with price 
increases recorded for all its parts. Medical care, up 0.4%, 
registered the largest advance. 

Transportation costs were off a slight 0.1%, despite an 
increase of 0.4% in public transportation charges. Lower 
new-car prices combined with somewhat reduced auto- 
mobile upkeep charges to more than offset the increase 
in public transportation. 

Compared with a year ago, consumer prices were up 
2.5%. All commodity groups were higher, with food (up 
3.3%) leading the advances. Housing, transportation and 
sundry costs each rose 2.3%; apparel, 1.6%.—H. B. J. 


Report of a Conference Board Study on 


PRIMARY TEXTILE INDUSTRY IN CANADA 


Canada, prepared by THE CONFERENCE Boarp’s 
Canadian Office, has just been published by the 
Royal Commission on Canada’s Economic Prospects." 

Popularly known as the Gordon Commission after its 
chairman, Walter L. Gordon of Toronto, the Royal 
Commission was appointed by the Canadian Govern- 
ment on June 17, 1955, “to inquire into and report upon 
the long-term prospects of the Canadian economy; that 
is to say upon the probable economic development of 
Canada and the problems to which such development 
appears likely to give rise.” Its Preliminary Report was 
published three months ago. 

To supplement the work of its own research staff, the 
Commission enlisted the cooperation of the business 
community, organized labor, individual economists and 
government departments, and assigned a number of 
special studies according to its terms of reference. At the 
Commission’s request THE CONFERENCE Boarp’s Ca- 
nadian Office undertook the textile study, which was 
directed by J. Frank Gaston, assistant director of the 
Board’s Division of Business Economics.? The study 
was initiated in October, 1955, and it was completed 
in July, 1956. 


| STUDY of the primary textile industry in 


WHAT ARE PRIMARY TEXTILES? 


Primary textiles ranked twelfth among Canadian 
manufacturing industries by total value of shipments in 
1954. Production as defined comprises all stages of 
manufacture from preparation and spinning of fiber to 
dyeing and finishing of fabric. Excluded are the knitting 
industry, and the end-product manufacture of apparel 
and other textile goods for industrial or household use. 

The value of these shipments was almost half a billion 
dollars. This figure includes some shipments of synthetic 
filament and staple fiber. For the purpose of this study, 
however, synthetic fiber production, being essentially a 
chemical process, is regarded as part of the chemical 
industry, where heavy capital investment and low labor 

1“The Primary Textile Industry in Canada,” The Queen’s Printer, 
Ottawa, 105 pp. $1.50. Copies of the study may also be obtained 
from Tux Conrerence Boarp’s offices in Montreal or New York. This 
and other published or forthcoming studies prepared for the Royal 
Commission on Canada’s Economic Prospects are listed in Appendix 


C of the Commission’s Preliminary Report, December, 1956, The 
Queen’s Printer, Ottawa, 142 pp. $2.00. 


? Now Director of the Board’s Division of Consumer Economics 


intensity stand in contrast to the textile industry’s 
typical investment and labor configuration. Taking note 
of the chemical-textile link, the study accounts for 
synthetics from the point where the fiber enters the 
primary textile industry as one of the latter’s raw mate- 
rials with cotton and wool. 

Cotton, woolen and synthetic textiles share the same 
manufacturing processes in principle. With the increas- 
ing use of synthetic fiber in all branches of the industry, 
these customary classifications are losing some of their 
former distinction. Displacement of natural fiber has 
been almost complete in the case of silk, substantial and 
continuing in wool, and appreciable though more 
limited in cotton. Nevertheless, it is still appropriate to 
discuss the industry’s experience and problems in terms 
of separate fiber classifications. As a uniform unit of 
measure, pounds of fiber content are used throughout 
the analysis, the interpretation of such data allowing for 
the increasing output of lightweight fabrics. 


SCOPE OF STUDY 


The study starts with a general description of the 
Canadian primary textile industry and its recent unfa- 
vorable experience in production, prices and earnings as 
compared with most other manufacturing industries. It 
then goes on to measure the Canadian textile market 
and the Canadian industry’s share of it, and to analyze 
the changing impact and character of import competition. 

The industry’s central and characteristic problems of 
scale of operation as they affect its costs are reviewed in 
chapter IV. The record of capital investment since the 
war follows, leading to consideration of the present 
efficiency of plant and equipment, and higher produc- 
tivity so achieved. A review of employment and wages 
then covers the position of the Canadian textile labor 
force, assessing its characteristics, organization and 
efficiency. 

The study’s concluding observations look to the 
future. They deal, in turn, with management, markets 
and technology, and end, in obedience to the terms of 
reference, with a projection to 1980 of consumption, 
production and employment based on stated assumptions. 

Data were obtained directly from the industry, as 
well as from other recognized sources. As compiled for 
purposes of the study, they include a considerable body 
of original material relating to measurement of the 
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Canadian textile market, on which the first half of the 
study largely depends. Members of the industry, in 
Canada, through questionnaires and interviews, co- 
operated generously in all phases of the inquiry. Opin- 
ions on the Canadian industry’s problems and prospects 
were also obtained from a selected group of American 
textile consultants and engineers whose experience con- 
tributed an outside viewpoint. 


A COMPETITIVE MARKET 


The industry is owned and controlled for the most 
part by Canadians, and operates for the domestic mar- 
ket, its opportunities for exports being narrow and 
marginal. It serves the demands of a diversified econ- 
omy having a small population and a high standard of 
living. These characteristics of the Canadian market lie 
at the root of the industry’s main problems. The Ca- 
nadian demand for primary textile products, according 
to the study’s findings, in 1953 was by volume 55% in 
apparel and 45% in industrial and household applica- 
tions. The variety of output is largely governed by 
standards of taste which are complex, exacting and 
capricious, and the volume of output by size of popula- 
tion and by the very nature of the product. The industry 
is therefore highly competitive. 

Proximity of the much larger textile market in the 
United States accentuates this situation. Canadian con- 
sumers read and hear American advertising and are 
offered the products of American cotton and synthetics 


Textile Output and Use: Prospect and Retrospect 
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manufacturers. These latter have the comparative ad- 
vantage of more continuous and large-scale production 
which, combined with their ability to enter the Cana- 
dian market with a small fraction of their output, has 
mitigated the effect of the Canadian tariff. 

The United Kingdom and some European countries 
continue to give stiff competition in woolen goods, and 
competition from Japan and India is mounting and 
promises to become formidable. However, the United 
States has become the Canadian industry’s major source 
of foreign competition today. In 1938, less than 20% of 
the value of Canadian imports of textile manufactures 
came from the United States; in the years 1952 to 1954, 
the proportion was almost 50%. 


SLOW CONSUMPTION RISE 


The size and trend of the Canadian textile market are 
shown by the accompanying charts covering the period 
1926 to 1954. Discounting the successive effects of de- 
pression, war shortages and postwar buying, per capita 
consumption of textiles in Canada appears to be coming 
out on a plane moderately above prewar levels. But it is 
much below the rising demand for consumer goods 
generally which has characterized the boom of the past 
ten years. While the index of textile consumption in 
1952-1954 averaged about 16% above the 1926 level, 
Canada’s gross national product in constant dollars per 
capita had increased by 67%. 

The trends of textile consumption per capita in Can- 
ada and the United States have been similar, with the 
Canadian figures ranging about 70% of the American 
figures. In both countries, the patterns of personal con- 
sumption expenditure since the war show a steady and 
parallel decline in the proportion spent on clothing, 
which accounts for half of all textile applications in the 
United States and more than half in Canada. The fact 
that primary textiles in both countries have faced 
similar difficulties in the past six years—sharp fall of 
prices, loss of earnings, and excess production—has 
intensified the pressure of American competition on the 
Canadian industry, which has been in the position of 
defending a declining share of a temporarily contracting 
market. 


IMPORTS AND THE TARIFF 


While American competition particularly in cotton 
goods has become a major problem for the Canadian 
industry, the study shows that it is not the only 
external factor. Other sources of foreign competition 
have been mentioned. In addition, price inflation has 
reduced the effect of Canadian textile tariff provisions, 
some of which were originally negotiated twenty years 
ago. 

Sh atesre a lower world volume of international 
trade in textile goods since the war reflects an increasing 
trend towards self-sufficiency among countries previ- 
ously relying on imports, which has backed up on tradi- 
tionally exporting countries and has been accompanied 
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Use and Domestic Output of Major Textiles in Canada 
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by the emergence of new export capacity in Europe and 
Asia. The Canadian textile market is exposed to these 
shifting currents of international trade. The study re- 
views the provisions of the Canadian textile tariff in 
relation to these factors, but makes no judgment or 
recommendation concerning protection of the industry. 


A PERSISTENT DILEMMA 


The Canadian industry’s costs are directly related to 
the size of its market. While consumers’ demands dic- 
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tate a highly diversified output, the marketable quan- 
tity of each item is quite limited. The study finds that 
it is the combination of these two factors—product mix 
and short production runs—rather than the capacity of 
Canadian mills that denies the industry economies of 
large-scale production such as are obtainable in the 
United States. 

Higher costs of short production runs arise from 
smaller work loads, costly change-overs and new setups, 
and from the greater complexity of operation in plan- 
ning and supervision. Canadian manufacturers are mak- 
ing continuous efforts to reduce these costs, or to offset 
them, but the market governs their decisions. They 
believe that they must continue to produce a wide range 
of products, despite the higher costs, as the alternative 
to forfeiting business and losing customers (particularly 
large customers having a wide variety of demands) to 
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foreign competitors. Moreover, where consumers are 
alert to style and fashion, and follow the established 
lead of the New York and Paris style centers, the rela- 
tively small size of the Canadian market accentuates the 
hazards of independent styling or of specialization in 
fewer lines. 

Mill capacity is not a limiting factor. In many in- 
stances output could be substantially increased and unit 
costs could be reduced by working more shifts. But 
most companies in this position report that at the 
present time they have no market to take the added 
production. 


CAPITAL INVESTMENT 


Facing intensified foreign competition and the handi- 
caps of comparative scale, the industry has been under 
compelling necessity to make itself as efficient as pos- 
sible at all points that are within its control. 

An extensive program of capital investment was un- 
dertaken after the war. New investment declined after 
1952 when falling profits reduced internal funds. Repair 
and maintenance expenditure has been carried on at a 
substantial rate. This latter is significant, because the 
nature of the industry has offered scope for the renova- 
tion and modernization of old machinery to produce as 
efficient results in many instances as the purchase of 
new machinery. Although new investment by the textile 
industry since 1952 has fallen behind the rate of new 
investment for all manufacturing in Canada, it appears 
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to have kept pace with the performance of the United 
States textile industry, its principal competitor. 

New equity money has been discouraged by the low 
rate of return. This is illustrated by the decline in net 
income after taxes as a percentage of net worth for a 
representative group of textile companies: from an 
average of 6.9 in 1936-1939 to 3.5 in 1953 and 2.4 in 
1954. Corresponding percentages representative of all 
manufacturing industry in Canada were 10.8, 12.5 and 
REE 

On a survey of the type and purpose of the industry’s 
capital expenditures since the war, the study shows a 
much higher proportion in new machinery and equip- 
ment than in new construction. The first objective has 
been to cut costs, and the next objective has been to 
produce a wider range of products. Increased capacity 
has not been a significant consideration, although it has 
followed to some extent from the improvements effected. 

The industry’s present plant and equipment on the 
whole are considered to be modern and efficient. This is 
the industry’s own opinion, which is generally confirmed 
by the opinions of American consultants and machinery 
manufacturers. On this question, international compari- 
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sons are difficult; but it is the balance of American opin- 
ion consulted that, excluding the top pace-setting 
United States mills, there is little to choose between the 
textile equipment and technology of either country. 
Estimates of productivity trends in the Canadian indus- 
try support these observations. 

Separate sections of the study deal briefly with labor 
and management. Taking into consideration the com- 
plexity of the industry’s output in small lots, and the 
problems so created in planning production, supervising 
and assigning work loads, the study gives credit to both 
sides. 


OUTLOOK FOR THE FUTURE 


Rising population will expand the textile market in 
Canada over the long run. But the industry, with its 
eye particularly on Asia, believes it will have a severe 
task to maintain—let alone enlarge—its share of this 
expanding market. Moreover, experience since the war 
gives no grounds for optimism regarding export outlets. 
Nevertheless, even a moderate long-run growth in 
Canadian output will ease the dilemma of costs versus 
sales, and will help the industry to improve its efficiency 
through more continuous production and wider scope for 
specialization. 

A majority of the Canadian industry believes that 


textile technology will accelerate. But this prospect is 
visualized as a continuation of existing progress rather 
than a “technological break-through” into new automa- 
tion processes or revolutionary methods of production. 
New products are anticipated, together with improve- 
ment and continuing research in the qualities of syn- 
thetic and natural fibers. 

The study concludes with conjectural projections of 
Canadian textile consumption and production through 
1980. First, an annual rate of increase in per capita 
consumption of 1% to 114% would raise it from 25 
pounds in 1952-1953 (1954 being excluded as an ab- 
normally poor year) to a range of 32 pounds to 37 
pounds. Secondly, on the added assumption that Can- 
ada’s population will have grown over the same period 
by about 80%, total textile consumption would then go 
from 367 million pounds to a range of 850 million to 1000 
million. Thirdly, if the Canadian industry maintains its 
share of the market at 75%, its total production, on the 
above assumptions, would rise from 275 million pounds 
in 1952-1953 to a range of about 650 million to 740 
million; or to a range of about 560 million to 640 million 
if its share falls to 65%. These projections are illustrated 
in chart 1. 

Monrteatu Dovetas, Director 
Canadian Office 


Business Forecasts 


Air Conditioners 


The Iron Age (March 7)—“‘Regardless of the slump in home 
starts, air conditioning manufacturers say 1957 will be another 
record year for the industry. 

“From a $3-billion gross in 1956, the figure will rise to $3.5 
billion in 1957, D. C. Minard, Trane Company president, 
believes the greatest 1957 percentage gain in air-conditioning 
equipment installations will come from manufacturing plants. 


“Sales reports from other manufacturers confirm Trane’s 
optimism. Fedders-Quignan is predicting sales of 2 million 
room air conditioners in 1957. About 1,765,000 were installed 
in 1956, the industry’s record year to date. 

“Cloud Wampler, board chairman for Carrier Corporation, 
believes that 1957 will see central home air-conditioning units 
approach the dollar volume of window or room units for the 
first time. Room air conditioners retailed for a total of 
$485,375,000 in 1956. Mr. Wampler has said that by 1961 the 
industry will reach $5 billion annually. 

“Estimates of increased industry business for 1957 average 
about a 15% advance. .. . 

“Sales resistance from commercial and home air-condition- 
ing markets is cracking. This alone, industry spokesmen sug- 
gest, would provide a good year. Despite frequent reports that 
the home market for room or window air conditioning has been 
glutted by the more than thirty manufacturers who’ve entered 
that field, market researchers point out that less than 10% of 


the homes wired to handle an electrical air conditioner have 
been sold one. . . .” 


Paper 


M. C. Dobrow, executive secretary, Writing Paper Manu- 
facturers Association (as reported in Paper Mill News, 
February 23)—“ ‘The first weeks of 1957 find both business- 
men and economists predominantly optimistic.’ . . . ‘How- 
ever,’ he [Mr. Dobrow] continued, ‘it is no longer the same 
care-free optimism that was in evidence at the start of the 
past two years.’ . . 

“ “The paper indusiry isn’t starting out with the rush it did 
a year ago, largely because there is more capacity—and more 
to come. As long as general business continues at recent and 
current high levels, there is not much question about the 
continued high rate of consumption for all grades of paper, 
especially as the population continues to be augmented by 
nearly 3 million persons each year.’ 

“ “Although the 1957 over-all production may be the same 
as in 1956, additional capacity scheduled to come in the year 
will add 2.6 million tons. The 1956 addition to capacity was 
1.5 million tons.’ 

“The capacity at the end of last year was 32.3 million tons 
and the addition of this 2.6 million tons would bring it to 34.9 
million tons.’ 

“The fine paper industry made some remarkable gains in 

(Continued on page 167) 
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Executives Report 


[Section 1 of Survey of Business Experience | 


RISING COSTS CURB 1957 PROFIT MARGINS 


OFIT MARGINS are definitely under pressure, 
according to the consensus of 245 manufacturing 
executives participating in this month’s survey of 

business practices. Costs are trending higher at a time 
when competition is restraining many of these producers 
from raising their selling prices proportionately. As a 
result, almost two fifths of all cooperators expect that 
their margins of profit in 1957 will be narrower than in 
1956. 

Typical are the remarks of the treasurer of one paper 
products firm, who states: 


“In spite of increased tonnage sales, we anticipate our 
profits for the year, when computed as a per cent of net 
sales, will be lower than in 1956. The principal causes are 
increased labor and raw material costs. 

“Of course, we shall try to minimize these higher expenses 
through increased productivity and more efficient use of 
raw materials. However, past experience indicates no real 
relief can be expected from these efforts. Increased selling 
prices for our products would bring back customary mar- 
gins, but competition and fear of pricing our product out of 
the market will postpone or restrict such action.” 


On the other hand, one fourth of all reporting com- 
panies predict their 1957 profit margins will be wider 
than those of 1956 and an additional one out of ten com- 
panies expects the current year’s profit margins to at 
least equal and perhaps exceed those in 1956. The re- 
maining one fourth foresee no change occurring in their 
margins of profit during 1957. 


STEPS PLANNED 


Most of these respondents expect to offset rising 
material and labor costs by “more efficient production 
methods, increased volume, and somewhat higher selling 
prices.” Representative of the cost-cutting programs in- 
stituted by some manufacturers is the one described by 
the vice-president of a refrigeration equipment company: 


“We are redesigning our products in order to simplify 
manufacturing processes and to use less expensive materials 
wherever possible. We are doing more and more in the 
nature of mechanization. We have stepped up our time- 
study program and have teams of process engineers, fore- 
men and representatives of the union working together to 
improve the pace of production and to find areas of cost 
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saving. Finally, we expect to be able to spread our fixed 
overhead over a larger volume of production.” 


ERODING PROFITS 


Nevertheless most cooperators express concern over 
steadily mounting costs. Several executives point out 
that this is a problem that they have faced for a number 
of years. For example, the president of an organic 
chemicals company writes: 


“All elements of costs within our firm have been ad- 
vancing at a rather steady though not spectacular pace for 
some years now. It has been a rather slow process of attri- 
tion, the aggregate effect of which has now assumed for- 
midable proportions.” 


However, the vice-president of a refrigeration equip- 
ment firm points out that although profit margins have 
been declining steadily since 1947 except for the single 
year of 1955, the fact remains that “our profit margins, 
and I guess also that of our industry as a whole, remain 
better than the prewar average. By past historical 
standards, we are still doing well, some might say very 
well. This business about ‘profitless prosperity’ I feel is 
the psychological reaction of businessmen conditioned 
to the phenomenally high profit margins that prevailed 
for the relatively brief period of economic ‘superboom’ 
following World War II.” 


POINTS OF VULNERABILITY 


A number of survey participants feel that their profit 
margins are in a vulnerable position. The situation of 
one general industrial machinery company is described 
by its chairman as follows: 


“Any substantial decrease in volume of sales would re- 
sult in serious reduction of our profit margins. For despite 
increasing pressure of competition and resultant weakening 
of selling prices, costs of labor and materials are rising. As 
long as labor is successful in forcing wage increases in excess 
of those justified by increased productivity, we shall have 
inflation.” 


Continuing in a more general vein, he writes: 


“The economy has presently almost completely absorbed 
the available supply of labor. Unless further expansion is 
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matched with an increase in labor force and an over-all in- 
crease in productivity, excessive upward pressure on wages 
and prices will continue to squeeze profits. 

“Over a period of time the efficient and well-capitalized 
producers will survive. Marginal producers who reach for 
business on price alone will not survive. So in the normal 
course of events economic balance and customary profit 
margins will be restored.” 


Although several firms report that increases in selling 
prices have fully offset rising costs, the president of a 
metalworking machinery company cautions that “prices 
are about as high now as they can go without bringing 
about very noticeable customer resistance.” 

Continually spiraling wages and prices are causing 
anxiety among many other companies. In fact, one 
president of a construction materials company warns 
that “there must be a halt sometime to this wage-price 
spiral or the whole economy will explode.” 

Such inflationary tendencies call for a curb on “ex- 
panding government activities, thereby removing one 
of the causes of continuing inflation,” according to the 
president of a construction materials company. This 
executive also blames “big industry and big unions 
which, with their great power, are bringing about addi- 
tional inflation with increased wages not offset by cor- 
responding increases in efficiency.” 

Another executive of a general industrial machinery 
company is hopeful that stabilization of the general 
economy will occur through “the statesmanship of 
every citizen in industry and labor.” He believes “‘seri- 
ous thought should be given to President Eisenhower’s 
recommendations to labor and management alike to 
hold the line on price and wage increases in order to 
minimize the advance of the inflation spiral.” 

The vice-president of a refrigeration machinery com- 
pany adds the suggestion that “the Federal Reserve 
should not make money available to allow a rise in 
prices.” 

OPTIMISM VS. PESSIMISM 


Companies in the metal industries are generally more 
optimistic about maintaining their profit margins in 
1957 than are cooperating firms in the nonmetal groups. 
(See table.) Most confident are reporting companies 
that produce hardware and those producing instru- 
ments, controls and apparatus. Cooperators in the fol- 
lowing industries generally expect narrower profit mar- 
gins than in 1956: iron and steel foundries, metal stamp- 
ing and coating, metalworking machinery, lumber 
products, paper and allied products. 


PINCHED PROFITS 


; Ninety-three out of the 245 companies participating 
in this survey estimate that their profit margins in 1957 
will be narrower than in 1956. “The trouble,” reports 
the president of a general industrial machinery com- 
pany, “is the seeming eagerness of everyone to give 
away his profit margin.” However, a producer of organic 


chemicals is not too distressed by the recent tightening 
of profit margins. It is his belief that this “may prove to 
be only a short-term adjustment resulting from the 
sharp rises in raw material costs which have been taking 
place in the past year after almost three years of price 
stability.” 

A more basic consideration, according to one motor 
vehicles and equipment executive, is “the effort of the 
Federal Government and the Federal Reserve Board to 
program a stable rate of growth for our economy. If 
successful, this is bound to result in smaller profit mar- 
gins. It follows that if the dangers to business that ac- 
company booms and busts are eliminated or minimized, 
capital invested in manufacturing business will cease to 
be risk capital and therefore will earn a lower rate of 
return.” 


Competitive Pricing 


Steadily mounting competition is exerting great 
pressure on selling prices, according to most of the com- 
panies predicting smaller profit margins this year. In 
some cases, competition is preventing increases in selling 
prices to offset higher costs. Other companies report 
having difficulty resisting price cuts, let alone raising 
their selling prices. 

One producer of construction materials attributes 
excessive price competition to the fact that “production 
is now exceeding demand.” Another company is feeling 
the effects of “strong price competition from foreign 
countries, and increased competition from substitutes 
for our product.” 

Other firms report having met with “cutthroat com- 
petitive bidding on defense contracts” and “price-cut- 
ting tactics in order to build up backlogs of new orders.” 
But, as the president of a food company puts it, “‘there 
appears to be a growing realization of the fact that price 
cutting is a two-edged sword and rarely gains any ad- 
vantage for the one who starts it.” 


Higher Costs 


Rising costs, particularly for labor and raw materials, 
is another frequently mentioned factor acting to depress 
1957 profit margins. In a few instances, foreign com- 
petition for raw materials is aggravating this situation. 
For example, one steel company reports that “fantas- 
tically high prices are being offered by foreign countries 
for our domestic scrap. This has created an artificial 
condition whereby we are, with expanded domestic 
steelmaking capacity, being forced to bid for a reduced 
supply of scrap.” 

Companies in several industries report being particu- 
larly hard hit by increases in freight and transportation 
rates. “Quick changes in transportation costs,” reports 
a producer of paper and allied products, “cannot be 
fully recovered without some time lag in the adjustment 
of our selling prices.” 

Another executive reports his company is “experienc- 
ing increased overhead costs, including supervision, 
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Profit Margins Estimated for 1957 Compared with 1956 


Industry 


Metals 


Communication equipment 
Electrical industrial equipment 
Hardware 
Industrial machinery—general 
Industrial machinery—specialized 
Instruments, controls and apparatus 
Iron and steel foundries 
Metal stamping and coating 
Metalworking machinery 
Motor vehicles and parts 
Nonferrous metals 
Office equipment 
Refrigeration equipment 
Structural metal products 


Total metals 


Nonmetals 
Apparel and related products 
Inorganic chemicals 
Organic chemicals 
Construction materials 
Food, beverages, kindred products 
Furniture and fixtures 
Leather and leather products 
Lumber and products 
Paper and allied products 
Petroleum refining 
Rubber products 
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taxes, and outside services,” while the president of a 
metal stamping and coating company holds “higher 
advertising and promotion costs” most responsible for 
declining profit margins. 

A few firms caught in the squeeze of rising costs are 
faced with the problem of having to “work down order 
backlogs, a great part of which will be without benefit 
of price escalation contracts.” 


New Products Take Money 


Several companies expect some shrinkage in their 
profit margins to occur owing to “the large initial ex- 
penses” entailed in introducing new products into the 
market in 1957. For example, one office equipment com- 
pany, while expecting long-term benefits from “addi- 
tional expenditures for research and development,” re- 
ports that the immediate effect will be a curtailment of 
its 1957 profit margin. 


Demand Down 


Evidence of decreased demand for their products is 
disturbing several cooperating companies. Coincident 
with increased labor and material costs, an executive in 
a specialized industrial machinery company reports “a 
continuing spotty demand for our machinery.” Similarly 
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a construction material company executive expects 
profit margins to shrink because of “a drop in sales 
volume of our products going into house construction.” 


1956 Prosperous 


At least two of these reporting companies are not too 
perturbed that their margin of profit in 1957 will be 
smaller than in 1956. They point out that 1956 was a 
year of exceptionally good business for them. In one 
case this was the result of “fulfilling a number of large 
orders of a one-shot variety.” The other company notes 
that although narrower profit margins are expected, 
results in 1957 will still be good since “1956 was our best 
year to date.” 


HOLDING THE LINE 


The majority of companies participating in this sur- 
vey expect to hold to last year’s profit margin position 
or perhaps improve upon it. Sixty-six out of the 245 re- 
porting companies predict their profit margins in 1957 
will be greater than those experienced in 1956. An addi- 
tional twenty-three companies expect to at least equal 
and perhaps improve upon last year’s margins and sixty- 
three firms believe that their 1957 profit margins will 
be the same as those attained in 1956. 
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Most of these firms report they have been successful 
in offsetting rising costs by raising their selling prices. 
One firm uses “‘selling-price escalation clauses” in a large 
percentage of its sales contracts. In order to protect 
profit margins, the president of a furniture and fixture 
company has “already started and plans to continue in- 
creasing the selling prices of various lines dependent 
upon the extent of the increases in manufacturing costs.” 

Similarly, a producer of textile-mill products believes 
the solution lies ‘‘obviously in higher selling prices,” but 
he points out that “this has been only one aspect of our 
programs to improve profit margins.” Other executives 
attribute their ability to maintain or expand their profit 
margins to a wide variety of factors other than price 
boosts. A producer of specialized industrial machinery 
has reduced production costs by “farming out the manu- 
facture of machine components to outside sources. We 
thus gain the use of various specialized machine tools 
which are better suited to manufacture our parts and 
the purchase of which we could not justify because of 
lack of sustained demand.” 

In another case, a manufacturer of textile-mill prod- 
ucts anticipates improved profit margins in 1957 partly 
because of “‘price increases, but largely through develop- 
ment of new products that embody better styling and 
afford wider profit margins.” 

The treasurer of an organic chemicals company sees 
several factors acting to widen profit margins for his 
firm in 1957. He reports that their ‘research efforts 
are paying off in new products developed,” that “all 
promotional and advertising efforts are apparently more 
effective,” and that their “over-all administration seems 
to be improving due to short-range and long-range plan- 
ning, and to timely organizational changes and staffing.”’ 

Other reasons why reporting companies find they will 
be able to offset rising costs include “a more profitable 
product mix,” “higher production volume diffusing 
fixed expenses,” and “better allocation of work due to 
accurate forecasts of sales.” 

Several firms indicate that their raw material costs 
have been declining despite generally rising prices. In 
one case, the president of a leather products company 
explains that this is owing to “the huge production of 
hides.” And the president of an apparel products com- 
pany feels that “the substitution of cheaper materials 
where such substitution will not downgrade quality 
and/or appearance”’ will help his company to maintain 
present profit margins. 


Against a Poor 1956 


The fact that 1957 profit margins will show improve- 
ment over 1956 results is little consolation to some co- 
operators, such as the president of one metalworking 
machinery company who writes that “the year 1956 
was one of the worst profit years we have had for per- 
haps ten years.” 

In all, twenty-four companies state that 1956 was a 
poor year. In many cases, profit margins were adversely 


affected by such nonrecurrent conditions as “a strike 
and the cost of introducing an unusually large number of 
new patterns in manufacturing operations, ” “substan- 
tial expenditures above normal in advertising, promo- 
tion, and products development,” “heavy expenditures 
on construction projects involving new processes and 
equipment,” “raw material shortages,” “reorganization 
and consolidation of operations,” and “‘costly introduc- 
tion of a new line of products.” 

Elimination of these extraordinary expenses this year 
will just about offset rising costs at four such companies. 
A fifth firm reports it was obligated in 1956 to fulfill a 
“number of contracts negotiated in 1955 at low profit 
margins.” These five companies foresee no relief in 1957 
from the narrow profit margins of 1956. 

On the other hand, six firms are confident that they 
will at least equal and most likely widen last year’s low 
profit margins. The remaining thirteen companies ex- 
pect profit margins to improve in 1957. The president of 
one of these latter companies expects his general in- 
dustrial machinery firm to enjoy a widening of profit 
margins in 1957 owing to: 


e “The advantages of new and improved facilities and 
equipment deriving from our large capital expenditures for 
machinery and equipment in 1956; 

e Greater concentration and effort in broadening our line 
of profitable products; 


e Development of new products and methods; 
e Improved cost control through decentralization of our 


organization in several product lines, making each respon- 
sible for its own product performance.” 


HOW TO FATTEN UP PROFITS 


Regardless of their expectations for profit margins in 
1957, most respondents are seeking ways to maintain 
or improve current profit margins. The primary aim of 
many of these producers will be to restore their custom- 
ary margins. However, some are not too hopeful: “‘cus- 
tomary margins of the past seem likely to remain a thing 
of the past,” reports the vice-president of one organic 
chemical company. “‘As for the so-called squeeze on prof- 
its,” he continues, “it appears to be here to stay as far 
as many of our product lines are concerned. We plan to 
combat these situations by increased attention to all 
cost factors and, primarily, by a broadened and revital- 
ized marketing approach.” And a general industrial ma- 
chinery company which has for years suffered “‘a per- 
petual squeeze on profits” does not believe there is “any 
real solution to this condition.” 

But with few exceptions, cooperating companies are 
planning or actively proceeding with various programs 
aimed at protecting profit margins in 1957. 

In the case of a construction materials company these 
“run the gamut from more intensive market and prod- 
uct research, and stepped-up physical research in the 
area of process reformulation, to wider use of electronics 
in those specific cases where savings are assured.” 
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Other firms are relying on higher selling prices as a 
primary method of maintaining customary profit mar- 
gins, although according to the vice-president of a 
motor-vehicle equipment firm this “is something that 
we are always hesitant to do, unless there is no other 
alternative.” Other firms will protect their margin of 


profit by “writing contracts with selling-price escalator 
clauses.” 


Emphasizing Efficiency 


Improving the efficiency of their operations is fre- 
quently mentioned by reporting firms as a way of al- 
leviating the squeeze on customary profit margins. To 
this end, companies hope to cut costs by “reducing 
selling and administrative expenses,” “improving the 
purchasing department’s efficiency,” “increasing pro- 
ductivity through incentive pay programs,” “further 
emphasis on work simplification in the plant to reduce 
manufacturing costs,” “mergers with other companies 
which will lead to increased production volume and 
lower cost of management and office personnel,” “‘con- 
solidation of several producing plants to obtain the re- 
sulting operating benefits,”’ “mechanizing office work,” 
“{ncreasing employee cooperation and efficiency,” and 
“‘greater standardization in parts.” 


New Products Help 


Other producers hope to overcome rising costs by 
‘<ntroducing new products on the market” and “elimi- 
nating unprofitable product lines.” As a means of ac- 
complishing this, several reporting firms plan to “ac- 
celerate research and development programs consider- 
ably.” 

A few companies indicate that more aggressive selling 
is the best method to combat higher costs. In one in- 
stance, a producer of paper and allied products expects 
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to restore customary profit margins by ‘“‘attempting to 
secure better distribution of the more profitable items 
through selective selling,” while another firm is counting 
on “more creative selling and ingenuity on the part of 
those in our field force.” 

Another firm suggests “better sales promotion, adver- 
tising and service to customers” as a solution to the 
squeeze on profit margins. 


Wanted: Government Action 


Restoration of usual profit margins in the case of a 
leather and leather products company will be difficult 
because of foreign competition. The firm’s president is 
concerned that “in the long run we will have a tremen- 
dous problem in maintaining any profitability unless we 
have tariff protection to equalize the four-to-one differ- 
ence between our hourly wage costs and those of our 
principal competitors in Europe.” And a producer of 
hardware would like to see “‘a decrease in government 
spending which would make possible a reduction of the 
tax loads on business in order to permit financing of 
products and production improvements.” 


“A TEST FOR THE ALERT” 


Ending on a note of optimism, one company president 
looks to 1957 as a challenge and “a test for the alert who 
can seize on every procurement and sales advantage as 
well as advantages for cost savings in every field. Such a 
year is good for American industry because it tends to 
create an awareness of all cost factors and a closer scru- 
tiny of all expenditures.” 

JaMEs C. APICELLA 
G. CLark THOMPSON 
Division of Business Practices 


[Turn to page 192 for industry and company breakdown] 


Business Forecasts 
(Continued from page 162) 


the last two years. You will recall that, in 1952, 1953 and 1954, 
production failed to exceed the 1951 record. However, there 
were substantial gains in both 1955 and 1956, when the fine 
paper industry outperformed the rest of the paper industry.’ 

“ ‘Production, in 1956, at 1,605,000 tons, was 10% higher 
than in 1955—and 25% higher than in 1954.’ 

“Tn the ten years since the end of the war, production of 
fine papers increased 40%.’ 

“As we enter 1957, the capacity of the fine paper industry 
is 1,511,500 tons. Presently known projections will bring it to 
1,875,600 tons by 1960—a gain of 25%.’ . . .” 

David L. Luke, Jr., president, American Paper and Pulp 
Association of the West Virginia Pulp and Paper Company (as 
reported in Paper Mill News, February 23)—“The paper and 
paperboard industry, whose output has grown from 2,168,000 
tons a year at the turn of the century to 31.4 million tons last 
year, will continue to be a growth industry and will use its 
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‘surplus capacity wisely for the development of new uses.’ . . . 

“ ‘Tn so far as our industry is concerned,’ he [Mr. Luke] said, 
‘’m an optimist. There’s no doubt that ours is a growth 
industry. I’m confident that during the next few years we'll 
use our surplus capacity wisely for the development of new 
uses.” 

“|. , despite its strong long-term growth, the paper indus- 
try ‘suffered many severe periods of depressions’ between the 
two world wars because of ‘temporarily excessive productive 
capacity.’ He also warned that the industry could suffer bad 
times again and that ‘now there is danger that we may repeat 
our mistakes of the past.’ 

“Tf all projected capacity increases materialize—‘but this is 
a very big if—. . . the increase in capacity between the be- 
ginning of 1956 and 1960 will be 36% in the United States, 35% 
in Canada and 35.8% in North America as a whole,’ Mr. Luke 
declared.” 
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CANADIAN INVESTMENT SLOWDOWN 


in Canadian capital spending is expected in 

1957. This is the principal conclusion to be 
drawn from this year’s survey of investment plans con- 
ducted by the Canadian Department of Trade and 
Commerce.! The survey projects an increase of 8% in 
capital expenditures in 1957 over 1956, compared with 
the past year’s 24% advance. 

Rapidly rising investment outlays have played a 
large role—a dominating role during the past year—in 
Canada’s massive recent economic expansion. Accord- 
ingly, the results of the survey of investment intentions 
for 1957 were eagerly anticipated as one of the important 
foreshadowing indicators of business trends during the 
coming year. 

The results that are now available, although they 


1 “Private and Public Investment in Canada, Outlook 1957,” 
Queen’s Printer, Ottawa. 


\ SHARP SLOWDOWN in the recent rapid rise 
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clearly reveal a number of investment hot spots in the 
economy (as well as clear-cut weak spots, such as 
housing), suggest that investment expenditures, taken 
in the aggregate, are unlikely to continue as a dynamic 
expansionary factor in the Canadian economy through- 
out 1957. In the first place, the pace of expansion in such 
expenditures was so rapid during 1956 that the projected 
rate of total capital outlays for 1957 was virtually 
achieved by the last quarter of 1956. Assuming that the 
predictive value of the investment intentions data is 
reasonably good, the rate of total capital spending must 
therefore slow down sharply in 1957, and may possibly 
fail to show a continued uninterrupted rise during the 
year. 

Secondly, the prospect for a new record in total 
capital spending in 1957 appears to rest heavily on the 
accumulated momentum of the earlier upsurge, as re- 
flected both in the record carry-over into 1957 of uncom- 
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pleted investment projects, and in the relatively small 
proportion of total capital spending expected to go into 
projects to be initiated during 1957. 

Thirdly, even though a relatively vigorous further 
expansion in business investment is projected for 1957— 
beyond the rate achieved by the beginning of the year 
—there has been a noticeable shift in its projected com- 
position. The commodity-producing industries are to 
account for relatively less of the total in 1957, and the 
service industries for relatively more. This kind of shift 
was clearly discernible in the later stages of both of 
Canada’s two previous investment booms during the 
past decade—the immediate postwar upsurge and the 
post-Korea expansion. | 

Seen in balanced perspective, the over-all slowdown 
indicated for capital spending may represent a relatively 
healthy development. Obviously, the pace of 1956 could 
not have continued without intensifying inflationary 
conditions at some critical points in the economy and 
involving the hazard of creating widening circles of 
excessive productive capacity. A continuation of last 
year’s extraordinarily rapid rise would have inevitably 
tended to create serious distortions, possibly requiring 
subsequent painful readjustments, 


NARROWING EXPANSION 


Economic activity is continuing to rise in Canada. 
But there is mounting evidence that a slowdown oc- 
curred in the economic expansion during the latter half 
of 1956, especially as measured by virtually all physical 
volume indicators of business trends. In the first half of 
the year, almost all industries and all sectors of the 
economy were expanding. In the second half the band of 
expanding industries was narrower and the expanding 
segments were generally showing smaller gains than in 
the first half. 

Gross national product in the final quarter of 1956 
reached a record annual rate of $31 billion, but the 
quarter-to-quarter percentage gains in GNP were 
smaller during the third and fourth quarters of the year 
than during the first and second quarters. Moreover, 
measuring the physical volume (rather than the dollar 
value) of output of goods and services, the indicated 
slowdown in the last half of the year is more clearly 
apparent—the quarter-to-quarter gains in the physical 
volume of output of all goods and services during 1956 
being approximately 3% in the first quarter, 2% in the 
second, 1% in the third, and only about 14% in the 
fourth. 

A number of the commodity-producing industries 
that have continued to experience strong demand for 
their products have been among the first to show 
reduced rates of expansion (and in a few cases, even 
declines). In particular, the seasonally adjusted index of 
total industrial production, which moved forward rela- 
tively strongly through July last year, has since been 
moving generally sidewise—the July figure actually 
standing as the peak for the year. 
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A roughly corresponding pattern appears to have 
taken place in shipments of manufactures, as well as in 
total consumer purchases of manufactured goods. At the 
same time, there has been a slight decline in average 
hours of work per week among workers in some manu- 
facturing industries, as a consequence of reduced over- 
time or increased part-time employment. 

These types of changes have been particularly evident 
in certain areas of consumer durable goods production, 
but similar shifts have also appeared in some of the 
nondurable goods industries. On the other hand, many 
capital goods and construction goods producers, along 
with some of the export-oriented industries, have con- 
tinued to enjoy buoyant markets, and have expanded 
output further. 

One of the most important features of recent trends is 
that the general slowdown in the output and sales of 
manufactured goods has taken place smoothly, without 
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any sudden or obviously dangerous accompanying rise 
in inventories of finished products at the producer level 
or in the distribution system. Total inventories have 
risen over the past year, both in absolute amount and in 
relation to sales for many products, but price increases 
have accounted for a considerable proportion of the 
indicated gains. In only a few instances—for example, 
some lumber products and some consumer durable 
goods—has the accumulation of inventory apparently 
necessitated any significant realignments of production 
schedules. 


WHERE TRENDS ARE STRONGER 


Relatively much stronger trends have continued in 
the service industries. As indicated in the national ac- 
counts, consumer spending on services has strongly con- 
tinued upward. Similar upward trends appear to have 
persisted in the areas of business and government de- 
mands for services, but even in this broad field there 
have perhaps more recently been less dynamic advances, 
especially after allowance for price changes. For ex- 
ample, during the past six months the volume of railway 
freight traffic—once considered to be a key business 
indicator—has no longer been moving forward strongly 
even after taking account of seasonal weaknesses. 

On a seasonally adjusted basis, unemployment has 
risen rather sharply during the past few months. To 
some extent, however, special factors have contributed 
to an abnormally large bulge in unemployment this 
winter. After some allowance for this, total employment 
is therefore undoubtedly still running close to record 
levels, and in the spring labor shortages may well re- 
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emerge—especially shortages of certain types of skilled 
labor—in various industries and in certain geographical 
localities. 

Prices have generally continued to move higher. The 
total consumer price index rose to a new record at the 
beginning of February (despite some seasonal declines in 
food prices), and the general wholesale price index 
reached (in January) the highest point since early 1952. 
Although the price increases are generally of only frac- 
tional dimensions, as indicated in the array of official 
price indexes, they are apparently widely spread through- 
out the economy. Moreover, it is now being argued in 
some quarters that the possible emergence of more 
intensely competitive marketing conditions may not 
bring the traditional accompanying price-stabilizing 
effects, given the recent declines in profit margins in 
many business units and probable further wage increases 
(some of which are already scheduled on the basis of 
previously negotiated wage contracts). 


BUDGET AND CENTRAL BANK REPORT 


On the external side, Canada’s trade deficit grew 
slightly larger again in the final quarter of 1956 (taking 
account of seasonal factors), after narrowing in the third 
quarter. Neither exports nor imports appeared to be 
rising so rapidly during the second half of 1956 as during 
the first half. Typically wide fluctuations in the coun- 
try’s international purchases and sales of commodities 
make it difficult to determine trade trends with any 
precision. However, it is clear that, coming into the 
early months of 1957, the country was running an im- 
port surplus substantially larger than a year earlier. 
Yet, with recently stepped-up capital inflows—particu- 
larly in the form of security issues in the United States 
capital markets by Canadian borrowers—the Canadian 
dollar has remained strong. 

Indeed, the Canadian dollar, which usually shows 
some seasonal weakness in February and March, actu- 
ally became somewhat stronger during this period this 
year, reaching the highest level since 1933. Thus the 
foreign capital inflow—mainly from the United States, 
but also in sharply increased volume from Britain and 
other countries—is continuing to be a major factor in 
the remarkably high rate of capital spending in Canada. 

The official view in Canada—as revealed in the 
Budget Speech of March 14 and in the Annual Report of 
the Bank of Canada, publicly released on March 11—is 
that inflation is still a serious menace. 

Finance Minister Harris, while suggesting that “the 
inflationary pressures which have been present through- 
out the past year may begin to moderate during the 
coming year,” emphasized that “forces making for an 
upward pressure on prices are still present.” The Min- 
ister did introduce certain minor tax adjustments of an 
easing character, and did provide for moderate increases 
in social welfare payments by the federal government. 
But he has budgeted for total revenues of $5,179 mil- 
lion, total expenditures of $5,018 million, and a budget 
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surplus of $152 million for the fiscal year ending March 
31, 1958. This is the highest surplus for which a Cana- 
dian Minister of Finance has budgeted since 1948; and 
this fact acquires added significance in view of the clear 
prospect for a Canadian national election this summer. 

The Annual Report of the Bank of Canada contains 
an unprecedented amount of interpretive comment on 
the past year’s economic and financial developments. It 
concludes that the Canadian economy “was subject to 
serious inflationary pressures” during 1956, and leaves 
little doubt that the monetary authorities believe the 
economy is still being subjected to inflationary pressures 
of great intensity. Monetary policy, the Report implies, 
should have been more restrictive in 1956 if that had 
been feasible. Moreover, the Report sets forth certain 
proposals for institutional changes that might augment 
the effectiveness of such policy. 


CAPITAL EXPENDITURES IN 1956 


Total private and public expenditures on new con- 
struction and new machinery and equipment reached 
$7.9 billion in 1956, according to preliminary official 
figures, rising 24% above 1955. This achievement was 
well above the $7.5 billion forecast at the beginning of 
last year, and only slightly under the revised projection 
of $8.0 billion appearing in last July’s midyear invest- 
ment review. Including repair and maintenance as well 
as new capital spending, total outlays in 1956 were $10.3 
billion, even slightly exceeding the midyear forecast of 
$10.2 billion, and 21% above 1955. Owing to price ad- 
vances, the increases achieved in physical volume were 
somewhat smaller than those indicated by value figures, 
amounting to about 17% for total new capital spending. 
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New nonresidential construction (private plus pub- 
lic), which accounted for the largest share of the rise in 
capital expenditures in 1956, rose 32% by value and 23% 
by volume over 1955. In contrast, new housing con- 
struction rose only 5% in value and 1% in volume. In the 
same comparison, purchases of new machinery and 
equipment advanced 29% in value and 20% in volume. 
The average increases indicated in the costs of non- 
residential construction and equipment are therefore 
substantially higher than those for housing. 

The approximate 4% rise in housing costs appears to 
be about in line with the average rise in prices for all 
goods and services produced in the economy in 1956. 
Naturally, the larger rise in prices for other construction 
and for new capital goods partly reflects the strains on 
the production resources and on contracting and pro- 
ductive capacity in these fields by the sheer dimensions 
of the increases taking place. 

It can be seen that total outlays by private enter- 
prises and institutions (including housing) rose 23% in 
1956; those by government departments and govern- 
ment enterprises and institutions rose 29%.? However, 
the relatively small advance (5%) in investment for 
housing was largely responsible for the smaller advance 
in the private sector as a whole. Capital spending by 
private business enterprises was up by 33%. 


1 Unless specifically indicating inclusion of repair and maintenance 
expenditures, all references to capital expenditures or investment in 
this and following sections will cover outlays for new capital only. 
They will also cover only outlays for new durable physical assets, ex- 
cluding inventories. Finally, unless specifically otherwise noted, all 
investment data will be (or relate to) dollar value rather than physical 
volume figures. 

2 Federal expenditures for defense construction are included in the 
investment data; those for defense equipment are excluded. 
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Similarly, government-owned business enterprises! 
accounted for a relatively large share (close to 60%) of 
the rise in the public sector: increases of 77% for federal 
government business enterprises (such as the St. Law- 
rence Seaway Authority, Canadian National Railways, 
Trans-Canada Airlines, Polymer Corporation and El- 
dorado Mining and Refining); and of 40% and 41% for 
provincial and municipal governments. Capital outlays 
by government institutions and direct government 
expenditures for housing rose by less than 1% for all 
governments, and actually declined slightly for both 
federal and provincial governments. 

Looking more closely at the composition of capital 
spending among the principal groups of enterprises, it is 
clear that the major proportion of the over-all rise in 
capital spending in 1956 was concentrated among the 
resource development industries. There were advances 
of 60% for enterprises in the fields of mining, quarrying 
and oil wells; 48% for utilities (especially among electric, 
railway, pipeline, air and water transport, telephone and 
gas distribution utilities); and 42% for manufacturing 
(heavily concentrated in primary manufacturing—such 
as in paper, iron and steel, nonferrous metals and non- 
metallic mineral products—and in chemicals). 

Rising investment expenditures also occurred among 
many of the secondary manufacturing industries as well 
as among the service industries, such as wholesale and 
retail trade establishments, finance, insurance and real- 
estate firms, and institutions (schools, hospitals, uni- 
versities and churches). But the magnitudes of the in- 
creases recorded in these fields were generally smaller; 
and moderate declines actually occurred in a few groups 
—rubber products, chain and department stores, inde- 
pendent retail establishments, laundries, theaters and 
hospitals. 


STRONG ADVANCE DURING 1956 


The very large over-all rise in business capital spend- 
ing in 1956 was well spread throughout the year, as 
shown in the chart on page 168 which depicts the prin- 
cipal components of investment outlays for new durable 
physical assets as recorded quarterly in the national 
accounts.” Earlier anticipations that physical limitations 
and monetary restraint might bring a very sharp slow- 
down in the volume of investment during the second 
half of 1956 did not materialize. Only a moderate slow- 
down apparently occurred, and this does not appear to 
have been accompanied by an accentuated rise in costs 
of nonresidential construction and machinery and 
equipment. 

Thus by the fourth quarter of 1956 the seasonally 
adjusted annual rate of expenditures on new nonresi- 
dential construction was $2.9 billion, 45% above a year 
earlier, and no less than 75% above two years earlier. 
Similarly, the fourth-quarter rate of outlays for new 
machinery and equipment was $2.7 billion, 28% above 
the fourth quarter of 1955 and 55% above the fourth 
quarter of 1954. 


In the case of housing, however, the 1956 pattern was 
substantially different. In the second quarter of 1956, 
expenditures on new housing reached a record annual 
rate of over $1.6 billion, after a strong and extended 
expansion which had continued with virtually no inter- 
ruption since early in 1952. In dollar terms, this ex- 
pansion—from the first quarter of 1952 to the second 
quarter of 1956—was approximately 140%; even after 
allowing for price changes, the expansion was of the 
order of 120%. On the whole, the rate of expenditures on 
new housing in 1956 appears to have exceeded most 
earlier anticipations. The second-quarter peak was not a 
sharp one, the latest data indicating a rate of housing 
expenditures in the second half of last year that was 
only about 6% below the second-quarter peak. 


CANADIAN-UNITED STATES COMPARISONS 


The chart on page 173 shows some comparisons of 
investment trends in Canada and the United States 
during recent years. Among the interesting conclusions 
suggested by these comparisons are the following: 


e The relatively more pronounced sag in business in- 
vestment in Canada during the business readjust- 
ments in 1954. 


e The close parallel in the timing and scale of expan- 
sion in residential construction in Canada and the 
United States in 1954 and 1955, but the more pro- 
longed expansion and more gradual peaking off in the 
Canadian housing boom. 


e The extraordinarily close parallel in the trends of 
expenditures for new machinery and equipment in 
the two countries in 1955 and 1956. 


e The very much stronger uptrend in nonresidential 
construction in Canada than in the United States in 
1956, which has been so largely responsible for the 
much stronger over-all investment expenditure up- 
surge in Canada over the past year. 


e The much higher level of capital spending in rela- 
tion to GNP in Canada than in the United States. 


1 Government-owned business establishments whose principal 
source of revenue is derived from the provision of goods and services 
to the public. 


? New capital investment as shown in the Department of Trade and 
Commerce report on “Private and Public Investment in Canada” covers 
all capital outlays by both private groups and government authorities 
on durable physical assets. This coverage is therefore somewhat 
greater than the “new construction and new machinery and equip- 
ment” figures included as a component of “gross domestic investment” 
published in the national accounts. Generally speaking, the national 
accounts series include only expenditures of organizations whose princi- 
pal source of revenue is from sale of goods and services to the public, 
including outlays by government-owned business enterprises, but ex- 
cluding such outlays as those for provincial hospitals and for pro- 
vincial and municipal schools, as well as those made directly by 
government departments. A reconciliation table showing data on the 
derivation of gross domestic investment from total private and public 
investment is set forth on page 20 in Private and Public Investment in 
Canada, Outlook 1957. The accompanying chart on page 170 in this 
article plots gross domestic investment versus private and public 
investment for the years 1948 to 1957. 
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Canada and the U.S.A.: Investment Comparisons’ 
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Domestic Investment: excluding inventory changes 


Sources: Dominion Bureau of Statistics; U.S, Department of Commerce; The Conference Board 
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Capital Expenditures in Canada, by Sectors and Industries 


pe See 
1957 |Percentage Change from 


Antici- Previous Year 
ated 
Investment =F 
(million $) 1957 1956 

a ae een 
Agriculture and fishing.......-...-. 539 +9 + 16 
[jee Ae foo wom 19 Gantideauansos codon 62 —16 + 18 
Mining, quarrying and oil wells... .. 530 -1 + 60 
Manufacturing. ..........0+5+0005- 1,471 +9 + 42 
Food and beverages........-++++ 93 — 7 —- 1 
Tobacco and tobacco products.... 9 +28 + 75 
Rubber products.........-...-+- 25 +79 ery f 
Leather products.............+-- 3 —265 +100 
Textile products... 3......-....+. 37 + 6 + 25 

Glo th ing ipeterey <revaeorerencrensrontraveceray tore i, —22 ne 

Wood products........---+++++- 29 —36 + 5 
Paper products. .........-..+6.- 240 — 9 + 89 
Printing and publishing.......... 34 +31 + 8 
Tron and steel products.......... 203 +28 + 67 
Transportation equipment........ 73 +20 + 13 
Nonferrous metal products....... 199 +79 + 32 
Electrical apparatus and supplies. . . 56 +40 + 38 
Nonmetallic mineral products..... 79 —33 +144 
Products of petroleum and coal... . 106 ae -— 8 
Chemical products.............. 138 +12 +120 
Miscellaneous.............2..05- 9 —10 -— 9 
Ditiitica meer nt. foe son ces 2,185 | +34 | + 48 
Central electric stations.......... 745 +27 + 45 
Gas distribution? 0.1. s.106-0-- 000: 51 spy +135 
Steam railways and telegraphs... . 398 +27 + 60 
Electric railways..............-- 21 oe + 40 
Water transport and services...... 154 +90 + 80 
IMOLORICAETIEDS feces ce ce eeie dials 31 —11 — 8 
Grain elevators...........00s.000: 8 —AT + 36 
pPelephonies tr caxc. ce svc occurs es 296 +25 + 11 
Broadcastingae nye cece ce chicas 6 —14 — 36 
Municipal waterworks........... . 91 +36 + 34 
Other utilities!.................. 371 +78 +149 
Construction industry............. 168 —12 + 10 
ELOusing Ferre een: sae cere ele 1,283 —19 + 5 
Trade, wholesale and retail......... 393 —23 —- il 
LESAN spesstereie:s a iecaais  asoisiers tages 60 + 8 + 23 
Wh RINISLOTES a jcce. viesis vlelolorcie’s ce 68 +31 — 6 
Independent stores.............. 145 +36 — 15 
Department stores.............. 22 +29 — 87 
Automotive trade............... 86 +18 + 20 
Finance, insurance and real estate. ... 152 +22 + 23 
IANKS eer eee oe tin ote cae ose 34 +36 + 14 
Insurance, trust and loan companies 17 +21 + 8 
Other finsnciab eee eee eee 101 +16 + 28 
Commercial services..............- 184 +13 + 2% 
Laundries and dry cleaners....... 4 —33 — 14 
PLMeAtTES sewers oie a eae ces 2 ae — 67 
[EVO tel spery teers ates cists Serene 41 +24 + 83 
Other commercial services*....... 137 +12 + 23 
Institutional services.............. 470 +17 — 2 
Whurches een ee aca ice seen 66 +43 + 21 
Wniversities: 3.5. scscce Oe 34 +17 + 16 
Schools revere ttc ccne ccs skcbes 198 + 5 + 1 
Hospitalsereer ee ncn cccnn 158 +25 — 14 
Other institutional services*....... 15 +36 + 10 
Government departments.......... 1,099 + 6 + 24 
Rederalemrcn «co: meri ade 307 —9 + 14 
Provincial iat SiaeRerckeRan Re Mer toach nae 431 +2 + 29 

—Municipal......................| 361_| +27 | + 82 


: be cides air transport, warehousing, oil and gas pipelines and toll highways and 
es 

2 The largest part of this item is accounted for by expenditures of real-estate com- 
panies and companies engaged in the sale of stocks and bonds. Most of the remainder 
consists of capital outlay by insurance agents and companies conducting personal and 
business credit corporations 
_ + Includes estimates for other commercial vehicles not covered, professional services, 
independent restaurants and recreation and amusement centers other than theaters 

‘Includes privately operated social and welfare institutions 

Source: Department of Trade and Commerce 


Only a very small part of this gap, which has become 
wider during the past year, can be explained by the 
exclusion from the United States gross domestic 
figures of the capital expenditures of government- 
owned business enterprises. 


TRENDS IN PERSPECTIVE 


The strong upsurge in Canadian investment expendi- 
tures during the past two years represents the third 
distinct round of accelerated capital spending since the 
end of World War II. The first round occurred in the 
immediate postwar period—mainly in 1946 and 1947 
(rapid price increases and an accelerated volume of 
government investment in 1948 give a partly illusory 
picture of a continuing strong business investment boom 
through 1948). The second round occurred after the out- 
break of hostilities in Korea—chiefly in 1951 and 1952. 

Each of these three phases of resurgent business in- 
vestment has had special characteristics. In rather 
general terms, the three rounds have been associated 
predominantly with: (1) the reequipment and expansion 
of consumer goods industries in 1946-1947; (2) the pres- 
sures imposed on defense goods and related industries in 
1951-1952; and (3) the massive expansion of the natural 
resource and related industries in 1955-1956. In relative 
dimensions, the immediate postwar round of investment 
was by far the largest (mainly because it started from 
an abnormally low end-of-the-war rate, depressed by 
wartime priorities that had substantially curbed invest- 
ment in many directions). Next in order of magnitude 
has been the 1955-1956 upsurge, which has involved an 
overlapping of the later stages of a housing boom and 
the renewed rapid increase in nonresidential construc- 
tion and purchases of new machinery and equipment. 


ROLE OF SERVICE INDUSTRIES 


One important general similarity is worth emphasiz- 
ing. Essentially, each of these accelerations in total 
capital spending has involved advances concentrated in 
commodity-producing industries. During the phases of 
vigorous and aggressive expansion of investment by 
some segment of the commodity-producing industries, 
there have generally been slowdowns (or even reverses) 
in the uptrends of capital outlays in housing and among 
many of the service industry groups—trade (wholesale 
and retail), finance (banks, insurance and real estate 
firms), commercial services (laundries, hotels, theaters), 
institutions (schools, hospitals and churches), and trans- 
portation, communication and storage. Subsequently, as 
there was some easing in the expansion of investment by 
the commodity-producing industries, there was a 
tendency for investment by the service industries to 
become somewhat stronger (see chart on page 175). 
Thus, for example, when investment by the commodity- 
producing industries slowed in 1953 and turned down in 
1954, new residential construction and the capital out- 
lays by all major service industries rose sharply in 1953 
and continued to rise in 1954. 


BUSINESS RECORD 


This pattern can be partly explained by the fact that 
Canada’s rapid economic growth over the past decade 
has generated strong advances in many of the service 
industries. Rapid population growth and a high birth 
rate, along with urbanization and suburbanization and 
other factors, have added substantially to housing 
demand and to the needs for more schools, hospitals, 
roads, and other public services. At the same time, both 
housing and most of the service industries appear to 
experience competitive disadvantages vis-a-vis the com- 
modity-producing industries in tight markets for the 
principal productive resources—men, materials and 
money. 

The postwar contours of capital expenditures for fuel 
and power and, even more especially, of direct invest- 
ment outlays by government departments have gener- 
ally been parallel to those in the commodity-producing 
industries rather than the service industries. The 
changes recorded in direct investment outlays by gov- 
ernment departments have been at least moderately 
influential in accentuating the investment booms in 
1951-1952 and 1955-1956, while also contributing to the 
slight decline in over-all investment in 1954. 

This pattern may now be repeating itself. There is an 
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evident over-all easing in the indicated rate of increase 
for investment outlays by the commodity-producing 
industries, but an accompanying stronger and more 
pervasive advance indicated for the service industries. 
An important difference from previous pattern, how- 
ever, is that housing is expected to decline steeply. 

Major fluctuations in capital spending have been a 
typical historical feature of economic trends, especially 
among the world’s more advanced industrial economies. 
Periodic declines in such spending have, at times, 
exerted a powerful depressive influence on economic 
activity. Conversely, periodic upsurges in investment 
have usually acted as a powerful stimulant to economic 
recovery and prosperity. 

Year-to-year changes in capital spending in Canada 
have continued to be a volatile element shaping the 
contours of the country’s growth over the past decade. 
But owing to the partly offsetting swings of investment 
expenditures, as between the commodity-producing in- 
dustries and the service industries and housing, the 
amplitudes of the changes that have been recorded in 
this period have not been very large, at least measured 
in relation to those experienced before World War II. 
Moreover, the postwar fluctuations have taken place 
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almost entirely on the plus side (see chart on page 177) 
—that is, with bigger or smaller increases in total private 
and public investment. In only one year since 1945 has 
there been a decline in total investment—in 1954. 


THE OUTLOOK 


Capital outlays of slightly more than $8.5 billion in 
1957 are planned by Canadian business enterprises, gov- 
ernments, institutions and home builders, according to a 
survey made by the Department of Trade and Com- 
merce at the end of 1956. This is the latest in an annual 
series of such surveys, dating from 1945. A description 
of their development can be found in “Investment 
Forecasting in Canada,” by Dr. O. J. Firestone (pub- 
lished in volume 17 of the National Bureau of Economic 
Research Series on Studies in Income and Wealth). 

The main features of the investment expectations for 
1957 are as follows: 


e By postwar standards, the anticipated expansion in total private and 
public investment in 1957 is not large, whether measured by dollar 
value or physical volume. 


@ Private investment is expected to rise by 5%, public investment by 
16%, the smaller rise in private investment being chiefly attributable to 
a sharp projected decline in new residential construction. 


© Total investment for new nonresidential construction and new ma- 
chinery and equipment is expected to rise by almost 15%, with non- 
residential construction up 16% in value and 15% in volume, and ma- 
chinery and equipment up 13% in value and 10% in volume. New 
residential construction is expected to be down 19% in value and 22% 
in volume. 


@ In the public sector, total investment outlays are expected to rise by 
19% for municipal governments, 17% for the federal government and 
13% for provincial governments. As in 1956, the biggest gains in the 
public sector are scheduled for government enterprises (such as the 
federal crown corporations and provincial and municipal utilities), but 
with substantially reduced rates of increases among such enterprises at 
all levels of government compared with 1956. As regards investment 
outlays by government departments, only municipal governments expect 
to have a further major expansion in 1957 (those of federal govern- 
ment departments are actually expected to decline by nearly 10%). 


© The commodity-producing industries anticipate only a relatively small 
further expansion in investment in 1957 (6% versus 40% last year), 
although “the forest products” and “mining, quarrying and oil 
wells” industries are the only major groups indicating absolute declines 
in investment in 1957. Total manufacturing investment is expected to 
rise but by 9% in 1957, compared with 42% in 1956. Moreover, 7 out 
of the 17 manufacturing industry sub-groups expect some decline in 
investment in 1957, compared with declines in only 5 out of the 17 in 
1956; at the same time, the projected capital expansion for the pri- 
mary ferrous and nonferrous metal industries alone more than accounts 
for the whole projected rise for all manufacturing. 


© The fuel and power industries expect a substantial further expansion 


in 1957—23%—but this is considerably lower than the 49% surge 
in 1956, 


© The service industries (trade, finance, transportation, communication 
and commercial and institutional service industries), in contrast with the 
above major industry groups, expect a sharper rise in investment outlays 
in 1957—25%, as against 15% in 1956. 


e In geographical terms, capital expenditures are projected to rise 
less in 1957 than in 1956 in all provinces except Newfoundland, and 
Prince Edward Island, with slight declines anticipated in total investment 
in three of the ten provinces—New Brunswick, Saskatchewan and 


Alberta. 

The provinces of Ontario, Quebec and British Columbia account for 
approximately three quarters of the country’s total actual capital ex- 
penditures in 1956, as well as of the projected total for 1957. The 
percentage gains projected for these three provinces in 1957 over 1956 
are (with comparable 1956-over-1955 data in parentheses): Ontario, 
12% (25%); Quebec, 8% (20%); and British Columbia 13% (45%). 

A similar slowing down is indicated in available data on investment 
in manufacturing in fourteen leading Canadian metropolitan areas from 
St. John’s, Newfoundland to Victoria, British Columbia—the rise pro- 
jected for 1957 being 5% for all of these fourteen cities combined, 
compared with the 1956 rise of 14%. In only four of these fourteen 
cities is there expected to be a substantial percentage gcin in manv- 
facturing investment in 1957—Hamilton and London, Ontario; Winni- 
peg, Manitoba; and Vancouver, British Columbia!. 


e A substantial proportion of the investment outlays projected for 1957 
represents continuation of work on projects started before the end of 
1956. Planned expenditures for new projects will be lower. 


@ Present intentions will probably involve only moderate additional de- 
mands for construction materials and labor. The survey conciudes that 
with the exception of possible shortages of structural and plate steel, 
the achievement of investment intentions is unlikely to be hampered to 
any considerable extent by lack of availability of productive resources. 


DIMENSIONS OF CAPITAL SPENDING 


At $8.5 billion in 1957, capital expenditures would be 
8% above the $7.9-billion level achieved in 1956, but 
such a gain would be considerably below the 24% rise 
from 1955 to 1956. 

As already noted above, in only one year since 1945 
has there been a decline in total private and public 
investment—in 1954. All other years have shown in- 
creases over the preceding year. Moreover, all other 
years have shown increases of more than 8%. Thus, 
against the background of the long postwar succession of 
increases in capital spending, the projected rise of 8% 
for 1957 is not large. 

The estimates of the Department of Commerce indi- 
cate that the projected 8% expansion for 1957 consists 
of a physical volume gain of slightly less than 6% and a 
price rise of slightly over 2%. Again, seen in perspective, 
a volume gain of 6% is not large in relation to postwar 
trends. Apart from a volume decline in 1954, only two 
other postwar years (1949 and 1950) have shown an 
actual volume increase smaller than this. 

The above percentage figures relate to increases ex- 
pected for 1957 over 1956 as a whole. A measurement of 
the 1957 expectations against the annual rate of capital 
spending actually achieved in the last quarter of 1956— 
that is from the jumping-off platform for such spending 
during this year—reveals that the average quarterly 
level of capital spending during 1957 is expected to be 
very little higher than that already achieved. To be 

1 These geographical data are published in “Regional Estimates— 


Supplement to Private and Public Investment in Canada, Outlook 
1957,” Department of Trade and Commerce, Ottawa, March, 1957 
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that figure appears to imply no further increase in prices 
in this sector of the economy beyond those prevailing at 
the end of 1956. In addition, as shown in the chart on 
page 179, the consistent experience over the past nine 
years has been that the annual investment forecast 
released early each year has underestimated the actual 
aggregate of investment outlays made in that year—the 
single exception being 1954 when initially indicated 
plans added up to an increase but subsequent actual 
outlays declined. On that occasion, unanticipated weak- 
nesses in market forces appear to have constituted the 
primary cause of decisions to postpone or cancel invest- 
ment spending over a wide area of the economy. But 
this year’s capital spending survey by the Department 
of Trade and Commerce suggests that it is by no means 
certain that any leveling off or decline in general busi- 
ness activity would produce any significant downward 
revision in investment plans for 1957, especially since a 
very large proportion of the expenditures planned for 
this year represents a continuation of work already 
initiated. Finally, as noted in the following section, 
negotiations between the Bank of Canada and the 
chartered banks have recently been held, aimed at eas- 
ing the availability of mortgage funds for housing. 


CUTBACK IN HOUSING 


Outlays for new residential construction for 1957 are 
estimated at $1,283 millicn, 19% below the preliminary 
figure of $1,575 million in 1956. The investment survey 
states that housing starts had fallen sharply to a sea- 
sonally adjusted annual rate of about 95,000 units by 
the end of 1956 (well below the 127,000 figure for the 
whole year), and goes on to suggest that “barring any 
easing in the available supply of mortgage funds little 
improvement in this rate is anticipated in 1957.”’ On the 
assumption of such a level of starts in 1957, the survey 
anticipates a decline in the number of housing units 
completed in 1957 to fall to about 110,000 from 136,000 
in 1956. 

New residential construction remained considerably 
stronger than many people anticipated during 1956. 
This is largely a consequence of the record carry-over of 
uncompleted housing units into 1956 and the accelera- 
tion of completions during the first half of the year. But 
even housing starts, which began to decline after the 
third quarter of 1955, did not drop sharply until the 
latter part of 1956. 

_ The very large seasonal swings that typically occur 
in housing construction in Canada make it especially 
difficult to appraise current trends in housing, but the 
most recent statistics strongly suggest that steep de- 
clines are now taking place (after allowance for seasonal 
factors) in housing starts, completions, and the number 
of units under construction. At the beginning of 1957, 
there were approximately 69,000 units under construc- 
tion—about 14% below a year earlier. But this com- 
parison understates the true decline in uncompleted 
work in the sense that, on the average, the houses under 


construction at the beginning of this year appear to 
have been at a considerably more advanced stage of 
completion as compared with a year earlier. 


FORCES AFFECTING DEMAND 


Basic forces affecting housing demand have perhaps 
recently been less buoyant than they were a year or two 
ago, and such other factors as higher costs, tight market 
conditions for certain types of construction labor and 
materials, and reduced availability of serviced land have 
undoubtedly had some adverse effects. But it has be- 
come increasingly clear that the turn in housing in 1956 
and the substantial decline projected for this year are 
attributable chiefly to tight credit conditions 

This sector of the economy appears to be particularly 
susceptible to the restraining effects of a tight money 
policy. The housing market is affected in many complex 
ways, both on the demand and on the supply sides, by 
changes in monetary conditions. Although this sector 
was clearly one of the first to be affected by monetary 
restraint, such restraint did not actually have a quick 
and substantial impact on over-all housebuilding ac- 
tivity. Instead, it apparently produced lagged but cumu- 
lative effects that could well show up in unexpectedly 
sharp downward readjustments in housebuilding in the 
months immediately ahead. A subsequent general easing 
of monetary conditions might well not produce any 
quick or substantial recovery in housebuilding. The fact 
that this sector of the economy was one of the first to 
feel the monetary pinch may not necessarily mean that 
it would be one of the first to respond to monetary 
relaxation. 

Official concern has already been expressed about the 
heavy impact of monetary restraint on the housing 
sector in the recent Annual Report of the Bank of 
Canada. Indeed, this Report actually proposes a major 
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change in the operations of Canada’s chartered banks— 
a change calculated to reduce fluctuations in mortgage 
lending by the banks through some mechanism to induce 
a more stable flow of the banks’ savings deposit re- 
sources into residential mortgage loans. This far- 
reaching proposal will undoubtedly require careful ex- 
ploration and appears unlikely to be implemented in the 
near future. But as a special short-term measure, the 
chartered banks have agreed, on the promise of addi- 
tional resources from the Bank of Canada, to make at 
least $150 million of new funds available for insured 
mortgages during 1957. This may well bring housing 
expenditures (and starts and completions) to somewhat 
higher. levels than had been anticipated in the invest- 
ment survey. It might be noted, however, that the 
projection for 95,000 housing starts for 1957 had previ- 
ously been viewed as a rather optimistic estimate in a 
number of responsible quarters. 

Seen in broader perspective, the rate of housebuilding 
during the past two years in Canada has undoubtedly 
been higher than that which, by reason of basic demand 
forces, can reasonably be expected to be sustained in the 
years immediately ahead. Compared with record unit 
housing completions of approximately 128,000 in 1955 
and 136,000 in 1956, Central Mortgage and Housing 
Corporation has projected housing completions (al- 
though perhaps rather conservatively) at an average 
annual rate of less than 95,000 for the five-year period 
1956 to 1960 and at an annual average of 136,000 for the 
25-year period 1956 to 1980 (accompanying 25-year 
projections of population increase and number of fami- 
lies are for a rise in total population from approximately 
15.8 million at the end of 1955 to 26.6 million in 1980, 
and for a rise in total families from 3.7 million at the 
end of 1955 to 6.3 million).! The high level of housing 
completions in 1955-1956 were also running well ahead 
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of net family formation in these two years, and had 
risen sharply relative to the birth rate, consumer dis- 
posable income, and other indicators of basic factors 
that shape long-run trends in housing demand. 


INVESTMENT DYNAMICS 


Over the past decade total capital expenditures in 
Canada on new construction and new machinery and 
equipment have amounted to almost $60 billion, in 
dollars of 1956 purchasing power. Including repair and 
maintenance expenditures, the total is over $80 billion. 
In no year (except 1947) during this period has new 
capital expenditure been below 20% of the country’s 
gross national product. Moreover, this decade has been 
concluded with a powerful upsurge of capital spending 
that has carried the total to new records, both in 
absolute terms as well as in relation to GNP. 

This investment has clearly been one of the most 
dynamic factors in Canada’s rapid economic expansion 
during the past decade. The heavy and relatively well- 
sustained flow of business investment has involved not 
merely an enormous enlargement of the economy’s pro- 
duction facilities, but also a substantial rise in labor 
productivity. On the whole, although this remarkably 
large expansion in Canadian investment has accen- 
tuated inflationary pressures in some postwar years, it 
has contributed to increased industrialization and rising 
living standards without creating serious balance-of- 
payments problems or dangerous internal economic 
distortions. 

Over the past decade, capital expenditures have been 
relatively much higher in Canada than in most other 
countries, including the United States and Britain 
(measured, for example, as a proportion of GNP). 
There are many complex factors that help to explain 
this phenomenon. Among these is the fact that the ex- 
pansion of the natural resource and primary manufac- 
turing industries has generally not only required heavy 
direct outlays for construction and equipment in those 
industries, but also indirect outlays among the fuel and 
power, the transportation, and other related industries. 
In other words, given the present stage and direction of 
economic development in Canada, it is possible that the 
country may require a relatively higher volume of in- 
vestment than, say, the United States and other more 
industrially advanced countries, in order to achieve an 
equivalent rate of expansion in production. 

Canada has not only had a high-investment economy 
but also a high-savings economy over the past decade, 
with total domestic savings having apparently been 
relatively somewhat higher in recent years in Canada 
than in the United States. But with the relative volume 
of investment outlays being substantially higher in 
Canada than in the United States, domestically gener- 
ated savings have been inadequate to cover all invest- 

1 These data are published in “Housing and Urban Growth in 
Canada,” a Brief submitted to the Royal Commission on Canada’s 


Economie Prospects by Central Mortgage and Housing Corporation 
in March, 1956. 
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ment in Canada. A net inflow of foreign capital has 
therefore helped to finance part of Canada’s total capital 
formation since the end of World War II. Seen in over- 
all perspective, foreign capital has actually financed 
only a relatively small proportion of total investment. 
But there has recently been a sharply increased inflow of 
foreign investment funds, particularly going into some 
of the most productive and rapidly expanding indus- 
tries in the Canadian economy. At the same time, a 
very substantial and evidently rising proportion of busi- 
ness investment has been financed from savings gener- 
ated by foreign-owned or controlled business enterprises 
in Canada (savings in the form of depreciation allow- 
ances and retained earnings of these enterprises). 


PROMISE FOR THE FUTURE 


Finally, evidence has been cited in this article to sug- 
gest that Canada’s third postwar investment upsurge 
may now be entering a slowing-down phase, partly as a 
result of the lagged impact of tightening monetary con- 
ditions. Indeed, if the rate of capital spending in 1958 is 
to be maintained at the high 1957 rate, a very substan- 
tial advance in planned new projects will very probably 
have to materialize during the coming year. But the 
longer-term horizons for investment in Canada are 
bright. Such projects as the St. Lawrence Seaway 
(scheduled for completion in 1959) and the Trans- 
Canada natural gas pipeline (scheduled for completion 
late in 1958) will undoubtedly have important second- 
ary investment effects. Major new discoveries of natural 
resources on Canada’s northern economic frontier, large 
untapped sources of cheap hydroelectric power, and 
huge unexploited oil and gas reserves in western Canada 
hold forth the promise of vast new investment projects 
for the future. More generally, as indicated in the 
Preliminary Report of the Royal Commission on Can- 
ada’s Economic Prospects,! the outlook for the next 
quarter century is for a far-reaching expansion and 
diversification of Canadian economic activity that will 
require a broadly based growth in investment. 


ArtTuurR J. R. Smita 
Canadian Office 
1 The Queen’s Printer, Ottawa, December, 1956. $2.00. 


A Flexible Pension Scheme 


THE West German Government has adopted a new pension 
formula that takes into account the general level of wages and 
salaries just before the worker retires, and his customary level 
of living. The law, although signed on February 23, is effective 
as of the first of this year. While sweeping changes were made 
in the whole social insurance structure, the new method of 
computing old-age pensions is of particular interest. A second 
noteworthy change is the reduction of the age of pension 
eligibility for a man from sixty-five to sixty if he is unable to 
find a job and has been unemployed for at least one year.) 
Here is how the new pension formula will work. At the be- 


ginning of each year, a national earnings standard will be 
calculated by averaging the annual insured earnings for the 
three years prior to the preceding year. This standard now is 
4,281 pm for 1957—the average of 4,061 pm in 1953, 4,234 pM 
in 1954, and 4,548 pm in 1955. 

For each worker about to retire two factors will be com- 
puted: (1) a relative-earnings factor (i.e., the average annual 
percentage that the person’s wages and salaries in covered 
employment represented of average wages and salaries of all 
insured workers in the same years excluding the five lowest 
years of his earnings before age twenty-five); and (2) a length- 
of-employment factor (i.e., the number of years he worked in 
covered employment multiplied by 114%). His pension benefit 
is the product of these two factors and the national earnings 
standard in the year he retires. 

For example, worker X applies for a pension in 1957. He is 
sixty-five years old and has been employed in covered jobs for 
forty years of his working life. As shown above, the national 
earnings standard for 1957 is 4,281 pM, so this is the base to 
which his relative-earnings and length-of-employment factors 
must be related. The abbreviated computation below indicates 
how the first factor is arrived at; each year represents ten 
years of insured employment. 


Wages and Worker X’s Wages 
Year Wages Earned Salaries of as % of Average 
by Worker X All Insured Wages and Salaries 
LOAD rae cre eel 2,000 RM 2,224 RM 95% 
LOAG Stns ee 1,360 RM 1,812 RM T5% 
O50 eget 2,430 DM 3,036 DM 80% 
1955 77 pcos 3,200 pm 4,548 DM 70% 


Relative-earnings factor = 320%+4=80% 
The second factor is simply 40 times 1144%=60%. And the 
annual pension amount is 4,281 pM x 80% x 60%=2,055 pM. 

If worker X were retiring in 1958, his factors would be 
related to average wages and salaries of insured workers in 
1954, 1955, and 1956. If he were retiring in 1959, they would be 
related to the 1955-1957 average; etc. 

For new pensioners, the new law thus provides a flexible 
formula. But there is no provision in the law as finally adopted 
for automatic adjustment of existing pensions as the earnings 
level rises.? That will depend as before on legislative action. A 
directive for such action is included in the new law, however, 
which provides that at future changes in the national earnings 
base existing pensions are to be adjusted by law. The adjust- 
ment is to be based on the economic capacity and productivity 
of the country. Thus the principle appears to be firmly estab- 
lished that pensioners as a group will share with the active 
working population in the ups and downs of the economy.— 


M. I. C. 
1 We are indebted to Dr. Henry W. Steinhaus, research assistant, 


The Equitable Life Assurance Society, for calling this change to our 
attention and pointing out that “this interplay between unemploy- 
ment insurance and pensions is quite novel.” 


? Persons on the pension rolls when this law went into effect will 


have their pensions increased by means of conversion factors which 


vary with their age and the year in which they became eligible for 
pensions. 
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A New Look at Farm Policy—Statements on conservation, 


price supports, increased consumption, and agricultural ad- 
justment by members of agriculture committee on national 
policy of the National Planning Association. National Plan- 
ning Association, Washington, D. C., 1956, 40 pages. 40 
cents. 
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CHANGES IN LOCAL GOVERNMENT REVENUES 


ices for more people at higher prices, increased 

their general revenues from $8.2 billion in 1946 to 
an estimated $22.5 billion in 1956, rising on a per capita 
basis from $58 to $134.1 During this period, tax receipts 
have declined relative to other local revenues but in 
absolute amounts they have risen from $5.2 billion to 
$12.5 billion, equivalent to 2.7% of national income in 
1946 and 3.6% in 1956. 

Local government revenues have been overshadowed 
by federal receipts since 1940, when general revenues 
were actually about the same for both levels of govern- 
ment. However, local government revenues in recent 
years have been growing faster both absolutely and 
relatively than have the more widely discussed federal 
revenues. From 1953 to 1956, for example, local reve- 
nues rose from $18.4 billion to $22.5 billion, an absolute 
increase of $4.1 billion and a relative increase of 22%; 
for the same years federal net budget receipts rose from 
$64.8 billion to $68.2 billion, an absolute increase of $3.4 
billion and a relative increase of only 5%. 


A BIGGER ROLE 


A continuation of these recent trends obviously im- 
plies that local governments will play an increasingly 
important role in the national economy. And as they 
continue the search for more funds, the partial solutions 
found in the past decade will probably be more fully 
exploited in the future, accentuating the recent trends 
of increasing reliance on nonproperty taxes, charges for 
services and intergovernmental revenues. 

Economic expansion and the continuing postwar 
growth in population have put demands on local govern- 
ments which they found difficult to meet. Population 
has been increasing at an annual average rate of 1.7%, 
more than double the prewar rate of 0.7%. And directly 
related to it is an increase in other indicators of the 
expanding need for local services. During the past dec- 
ade almost 11 million new houses were built, the per- 
centage of families owning at least one automobile 
increased from about one half to almost three fourths, 


1 Local governments, as the term is used in these pages, include 
county, city, township, school-district, and special district govern- 
ments. The sources of general revenue for these governments are 
taxes, charges for services, and revenue from other governmental 
units. Other local revenues from government-owned liquor stores and 
utilities and trust funds are not available for general expenditures, and 
thus are not included in the data of this study. Data on local govern- 


OCAL governments, in providing improved serv- 


+ ments, except for the larger cities, are not published by the Depart- 


ment of Commerce on a uniform basis until a year or more after the 
close of the fiscal year; figures for 1956, consequently, have been 
estimated. 
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and in the past five years fall school enrolments have 
risen from 26 million to 34 million. All these familiar 
trends have required outlays for utilities, traffic control, 
school construction and other normal responsibilities of 
local governments. 

There are still other reasons for this increasing pres- 
sure on local revenues, some of which cannot be quanti- 
fied. During the war, many projects requiring capital 
outlays were deferred, and have since been added to 
local budgets. Another cause has been the improved 
quality of public services demanded by the citizen. Ac- 
customed to living in a new split-level home, he objects 
to the little red schoolhouse, and being himself better 
equipped in terms of formal education than his predeces- 
sors, he demands improved and expanded school facili- 
ties and curriculum for his children. The effect of this 
improved quality on revenue requirements is indicated 
by the fact that education expenditures per pupil, in 
current dollars and excluding capital outlay, have risen 
from $136 in 1946 to $280 in 1956. 

To finance this growing demand, there has been a 
changing emphasis on the sources of local government 
revenues. The three components of general revenues— 
taxes, charges for current services, and intergovern- 
mental revenue—have all increased but at differing 
rates. Tax collections increased during the period but 
fell as a percentage of total revenues, from 62.7% in 1946 
to 55.5% in 1956. But charges for current services, in- 
creasing from $0.9 billion to $3.1 billion, accounted for 
13.8% of general revenues, compared with 11.3% in 
1946. And revenues received from other governments, 
rising from $2.1 billion to $6.9 billion, contributed 30.7% 
in 1956, 4.6 percentage points more than in 1946. 


TAXES CHANGE RANK 


These trends in aggregates hide significant changes 
which have taken place within the various components. 
Until the 1930’s, the property tax was the mainstay of 
both state and local governments. But early in that 
decade most of the states withdrew from this area, 
leaving the property tax the preserve of local govern- 
ments. Property taxes accounted for 23% of state and 
97.3% of local tax collections in 1927; by 1956, this tax 
contributed only 3.5% of state tax revenues and about 
86% of local government collections. Though the tax 
continues to be the main source of revenue for local 
governments, its relative importance in the tax system 
has steadily declined in spite of constant efforts to im- 
prove it, both as to yield and equity. 
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The states, in delegating the taxing power to their 
local governments, in many cases reserved the right to 
limit the property tax rate and have been reluctant to 
increase the limit. Rate limitation has had a long his- 
tory, but it was often circumscribed in the earlier years. 
However, the practice has both increased and improved 
since the 1930’s, and its new-found efficiency is illus- 
trated by the fact that general property tax levies in 
twelve states with rate limitations increased only 16% 
between 1930 and 1950, while in the other states (and 
the District of Columbia) they rose 42%. 


IMPORTANCE OF PROPERTY TAX 


Another important cause of this mild atrophy has 
been the erosion of the property tax base which is, in 
turn, traceable to a variety of factors. At one time this 
tax was characterized by its general and universal appli- 
cation, but classification and exemptions have removed 
much property from the list of ratables. Some local 
governments, for example, classify property by applying 
preferential rates to new industry; others use special 
rates on mining properties. Exemptions are also increas- 
ing, with some states removing personal property from 
the tax roles and granting homestead and veterans’ 
exemptions. Additions to the stock of government- 
owned property are also increasing exemptions, since 
governments generally do not tax each other. 

The assessment process itself contributes a restraint 
on the valuation of property for tax purposes. Once 
placed on the tax roles, the assessed value becomes unre- 
sponsive to rising market values. The postwar apprecia- 
tion in values has been viewed by many as temporary, 
and local assessors, often being elected officials, have 
refrained from increasing assessments. Increases in as- 
sessments which have been recorded seldom keep pace 
with increases in value. One estimate indicates that the 
ratio of assessed to actual value on real estate dropped 
from 62.7% in 1932 to 30.5% in 1948.2 

In some cases, the assessment system curtails the base 
through unofficial classification. The New Jersey Com- 
mission on State Tax Policy, for instance, stated in 1953 
that “there is a consistent tendency [in New Jersey] to 
assess commercial and industrial properties at higher 
ratios to their value than residential properties. . . . 
The average assessment ratio for all commercial and 
industrial properties was 49% as compared with an 
average of 29% for all private residential properties.’” 
The official rate is, of course, the same for both classes 
of property. And if all assessments were increased to the 
49% ratio, there would be a substantial increase in 
revenues, or decrease in the rate, since residential prop- 
erty accounts for more than half the tax base in New 
Jersey. 

The postwar movement to the suburbs aggravates the 


1 Mabel Newcomer, “The Decline of th me y 
Getiiraals hack en i ine of the Property Tax,” National 

2 Tbid., p. 5. ; 

*The Commission on State Tax Policy, “The General Property 
Tax: A Century of Inequities,” Trenton, New Jersey, 1953, p. XXIII. 


property tax problem. Faced with a sudden need for 
capital expenditures, the suburbs are being forced to 
accomplish in a matter of years what older localities did 
by a process of gradual accumulation. With little or no 
industrial and commercial property in the tax base, 
these “dormitory” communities face constant conflict 
between revenues and needs. 

While property tax revenues have increased substan- 
tially in absolute amounts (by $5.6 billion between 1946 
and 1955), they have declined in relative importance. 
Chief among nonproperty taxes are sales and gross 
receipts taxes. Their contribution to total taxes, increas- 
ing from 3.6% to 6.6% between 1946 and 1955, are next 
only to the property tax in terms of yield, and rose in 
terms of revenue from $183 million to $779 million dur- 
ing this period. 

The rates of these taxes vary from one half of one 
per cent to 3%, and the bases differ depending on the 
specific form the tax takes. The retail sales tax, for 
instance, taxes only tangible personal property sold at 
retail to the ultimate consumer; a gross receipts tax is 
most often levied at each stage of the productive 
process and usually applies to services as well as goods. 
An indication of the spread in the use of this tax in one 
form or another is seen in the fact that in 1946 only 
forty-seven out of one-hundred cities with a population 


How Local Revenue Components Have Increased 
in Past Decade 
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General Revenues of Local Governments 


In billions of dollars 
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over 25,000 reported a sales or gross receipts tax but by 
1955 this ratio had risen to sixty-three per one hundred. 


ADVENT OF CITY INCOME TAX 


A late comer in local finance is the municipal income 
tax, first used in its modern form by Philadelphia in 
1940. The municipal tax differs substantially from the 
federal form of income tax. In contrast to the latter’s 
built-in flexibility, the local tax is characterized by a 
built-in stability. The typical municipal income tax is 
levied on all earned income at a proportional rate, allow- 
ing no exemptions or deductions. In this form, the tax 
provides a relatively stable yield, because if deductions 
and exemptions were allowed the proportionate increase 
or decrease in revenues would be greater than changes in 
income, and the same would be true of a progressive 
rate structure.* 

Philadelphia’s experience clearly shows the effect of 
the tax on sources of local revenues. By 1955, that city’s 
income tax accounted for 35% and the property tax 
46% of its tax revenues, which compares with a property 
tax contribution of 73% for all cities of 25,000 popula- 
tion and over. 
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Sales and income taxes continue to grow in impor- 
tance because they possess several important advan- 
tages over the property tax. Directly related to con- 
sumer spending, the sales-tax yield tends to change in 
proportion to changes in economic activity, and places 
some of the cost of services on tourists and transients. 
The income-tax yield also rises and falls with changes in 
economic activity and can be used to tax commuters who 
reside outside but work within the taxing jurisdiction.? 


SOMETHING BESIDES TAXES 


Despite this increased emphasis on nonproperty 
taxes, total taxes as a per cent of total general revenues 
have declined; part of this relative decline is the result 
of increased revenues from service charges and miscel- 
laneous sources.’ Increasing from $925 million in 1946 to 
$2.9 billion in 1955, these charges accounted for 13.5% 
of total revenues in the latter year, as compared with 
11.3% in the earlier year. Certain local functions, such 
as garbage collection and sewer service, can be trans- 
ferred from a tax-financed to a service-charge status, 
offering several advantages to the local government. 
The charge for sewer service, for instance, yields a sub- 
stantial revenue. For all municipalities over 10,000 
population using this service charge in 1955, the per 
capita yield was $3.25; and, of the thirteen major taxes 
levied by these cities, sewer service charges ranked fifth 
in terms of total yields.‘ 

By placing a charge against sewer or any other meas- 
urable service, the benefit received is directly related to 
the cost to the property owner. Several other benefits 
accrue from this transfer. In effect, the limit on the 
property tax is raised because there is one less service to 
be financed out of tax revenues. Therefore, with no 
change in the rate, more funds are available for the 
other services. 

This technique also aids local governments in their 
debt financing. Although the amount of net debt a local 
government may contract is limited by the state and is 
usually determined as some percentage of the assessed 
valuation of property within the locality, in some cases 
revenue bonds are exempt. If revenue bonds are issued 
for a sewer project, to be retired by service charges 
against the users, then the full amount of allowable debt 
can be applied to other purposes. 

Intergovernmental revenue—the third source of gen- 
eral funds for local governments—rose from $2.1 billion 


1In those cases where business income is included in the tax base, 
a deduction is usually allowed for the ordinary costs of doing business. 

2 Between 1946 and 1955, license and miscellaneous taxes also 
increased both absolutely, from $199 million to $633 million, and as a 
share of total taxes, from 3.9% to 5.8%. Due to their miscellaneous 
nature, little can be said of these taxes except that local governments 
utilized all sources in the search for more revenues. 

3In 1955, according to Department of Commerce data, these 
revenues were as follows: all service charges, $2,019 million; special 
assessments, $239 million; interest earnings, $125 million; sale of 
property, $71 million; and other, $397 million. 

4 Municipal Finance Officers Association, “Municipal Nonproperty 
Taxes,” Chicago, IIl., 1956, p. 18. 
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in 1946 to $6.9 billion in 1956. As a share of total 
revenues this meant an increase from 26.1% to 30.7%. 
With minor exceptions, this form of revenue comes to 
local governments in the form of grants in aid and of 
shared taxes from both the state and federal govern- 
ments. 7 

The grant in aid is generally used to assure a minimum 
level of service to local communities, the funds being 
distributed on some basis of needs. The proceeds of 
the shared tax, a device which utilizes the state gov- 
ernment’s central position to collect certain taxes, are 
distributed by a formula which takes account of collec- 
tions originating in the various local government units. 


HIGHER REVENUES FROM OTHER GOVERNMENTS 


These revenues from other governments rose by al- 
most 200% between 1946 and 1955. This rapid rise came 
about because the state and federal governments used 
existing taxes more intensively in the postwar period, 
and some state governments levied new imposts, such as 
the general sales tax. The result was that local govern- 
ments were restricted mainly to the property base for 
tax purposes, with some additional levies being im- 
posed on those bases already blanketed by state and 
federal governments. With local revenue sources unable 
to meet the increased demand for services, the central 
governments have been increasing their payments to 
localities. 

While state governments contribute the major share 
of this revenue to their local governments, direct federal 
aid has been increasing at a faster rate. From 1946 to 
1955, federal payments rose from $53 million to $368 
million, an increase of almost 600%. During the same 
period payments made by state governments rose from 
$2,092 million to $5,987 million, a comparative increase 
of 185%. In 1946, the Federal Government contributed 
only 2.5% of total intergovernmental revenue; this ratio 
had increased by 1955 to 6.1%, and it will probably rise 
further. The 1958 Budget Message, for instance, re- 
quests new obligational authority of $451 million for the 
first year of the recommended school construction 
assistance program. 


CHANGES IN UNIT SHARES 


While these changes have been taking place in the 
components of general revenues for all local govern- 
ments combined, the total revenues collected by the 
various forms of local governments show a mixed reac- 
tion. County governments, increasing revenues from 
$1.9 billion to $4.8 billion between 1946 and 1955, re- 
ceived 22.7% of total general revenues in both years. 
During the same period, townships and special districts 
increased their receipts from $0.7 billion to $1.9 billion, 


receiving 8.8% of total local revenues in 1946 and 8.6% 
in 1955.1 


_ |Special districts are usually authorized by legislation to perform a 
single function such as fire protection, drainage, or irrigation; in 1955, 


eee districts received $837 million while townships collected $1,029 
million. 
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City revenues in this period increased from $3.6 bil- 
lion to $7.8 billion, but declined as a share of total local 
revenues—from 43.0% to 37.1%; at the same time, 
school-district revenues rose from $2.1 billion to $7.1 
billion and from 25.5% to 33.1% of total revenues. This 
shift between cities and school districts was primarily 
caused by higher educational expenditures which, on a 
per capita basis, rose from $20.07 to $60.52 in the 1946— 
1955 period. School districts have greater revenues de- 
spite a decrease in their number. Through consolidation, 
annexation, and abolition, the number of school dis- 
tricts dropped from 108,579 in 1942 to 67,346 in 1952, 
and is less than 60,000 as presently estimated. 


STATE COMPARISONS 


The latest year for which data are available for a 
state-by-state comparison of local government revenues 
is 1953.1 The only annual data by states are those col- 
lected for cities which had a population of 25,000 and 
over according to the 1950 census; in 1953, these cities 
accounted for 90% of all city collections and 40% of 
total local government taxes. Tax collections for these 
cities, grouped by states and calculated on a per capita 
basis to offset population differences, show great varia- 
tion (see table on page 185). 


1Department of Commerce, “State and Local Government 
Revenue in 1953,” Washington, 1954. 


BUSINESS RECORD 


In 1946, tax collections per capita ranged between 
$7.90 for cities in Arkansas and $96.90 for those in 
Massachusetts. In 1955, Arkansas cities again set the 
lower limit with $15.20 per capita, while New York’s 
$124.60 was the top figure. In only four states did per 
capita collections exceed $50 in 1946, while ten col- 
lected less than $15. By 1955, city governments in 
fifteen states collected more than $50 per capita and in 
no state did they collect less than $15. 

Per capita tax collections of city governments in 1955 
showed increases over 1946 in every state, the rate of 
increase ranging between 10% in Massachusetts to 198% 
in Arizona. In most cases, cities in those states with the 
largest percentage increases started with relatively low 


Taxes Per Capita for Cities over 25,000, by States, 


1946-1955 
Per Capita Taxes 
State — 
1946 1955 
PIROAIN ek eta oe $14.30 $24.60 72.0 
Ariz Onis stare ahs: iateeiet 14.00 41.70 197.9 
DATA SAS oie Boh hay avdba.cy 7.90 15.20 92.4 
CCAMTOTANA <a oc an 2 21.90 46.60 112.8 
Colorado See. i Bt 25.20 46.50 84.5 
Connecticut 02) 26.663 71.10 96.30 35.4 
Delaware. 2. i .isc< 23.30 56.00 140.3 
WIGEIGS yes ce oc te 24.70 48.20 95.1 
REorgiaeee i. 21.00 34.50 64.3 
DE a or 14.10 32.90 133.3 
PUIMOISAS © cigs Ses re eee 23.30 43.20 85.4 
IVA Rohs eee cls ee we 14.40 31.90 121.5 
ROwatie. Skee sis RAIN 16.80 36.20 115.5 
UE eS oe ee 14.70 31.50 114.3 
WNONEHOCKY. cco nee 522° 26.80 39.30 46.6 
Giousianals Pe. Ss 28.30 36.60 29.3 
ING ESS Sess Suse 40.10 76.90 91.8 
jr Eo PRE eee ic 46.60 85.70 83.9 
Massachusetts........ 96.90 106.30 9.7 
MichigansGncs cee 37.10 48.30 30.2 
Minnesota’. . .js2005 2 38.30 57.00 48.8 
Mississippi........... 18.90 28.60 51.3 
WESHOUTI vs se ec se ee - 29.90 48.90 63.5 
TOR LAT 4 dette he cs 3 13.80 28.90 109.4 
INGDTASEG ove Sieueloneredse's 18.80 34.80 85.1 
AINA ree re Keecevees to's as ey 53.20 a 
New Hampshire....... 31.60 73.40 132.3 
New Jersey..........- 56.20 110.30 96.3 
New Mexico.......... 11.20 19.40 73.2 
IN GW VOLK ones nse ate. © 67.10 124.60 85.7 
North Carolina....... 18.40 39.20 113.0 
North Dakota........ 15.00 26.40 76.0 
BIO Pen ier deans 18.90 34.30 86.8 
@klghoma. >... ...<2 <6 > 11.20 18.00 60.7 
Oregon hice ielrcters ales 21.50 37.40 74.0 
Pennsylvania......... 28.10 50.90 81.1 
Rhode Island......... 46.80 77.70 66.0 
South Carolina........ 18.00 30.00 66.7 
South Dakota........ 15.40 31.20 102.60 
Tennessee..........-- 26.10 41.30 58.20 
UWS CG Caran eine 16.80 36.80 119.0 
WR hare ce ts see ee 16.00 28.10 75.6 
Wermont). ive" lsc 27.80 59.60 114.4 
Virginia Tad NERE Eh GOO 34.10 71.20 109.0 
Washington.......... 18.30 30.80 68.0 
West Virginia......... 11.30 23.80 111.0 
\iiiticonii ttle 66y agpp ero 37.30 59.00 58.0 
Wyoming..........-- BG 19.90 - 
Unweighted average... 27.20 47.40 74.3 


Sources: Department of Commerce; Sales Management; Tar Conrerence Boarp. 
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collections in the base year. Idaho city governments, for 
example, collected $14.10 per capita in 1946 and $32.90 
in 1955, an increase of 183%. On the other hand, Con- 
necticut municipalities increased tax collections from 
$71.10 in 1946 to $96.30 in 1955, a relatively low in- 
crease of 35%. Only six states record increases of less 
than 50%, while the increase falls between 50%-100% 
for twenty-four states. The unweighted average of per 
capita tax collections for these city governments in- 
creased in the ten-year period from $27.20 to $47.40, or 
an average of 74.3%. 

Caution is necessary, however, in interpreting these 
figures. The per capita tax collection of cities in New 
Jersey, for example, is comparatively high because the 
state government provides relatively few public services. 
It may also be true that a transfer of responsibility be- 
tween the state and its local governments took place 
during the period, which would help explain a rela- 
tively large or small increase, depending on the direction 
of the transfer. It is also possible that some of the 
changes reflect a transfer from tax-financed to charge- 
financed services. 

GERALD J. BoYLe 
Division of Economic Studies 


Business Bookshelf 


Unemployment and Relief from the Local Government Point of 
View—As an aid in advance planning for a program coping 
with mass unemployment during a depression, this book de- 
scribes the problems that emerged during the Thirties and 
estimates the impact of a hypothetical two-year decline in 
the future. The author appraises current provisions for 
income maintenance, suggests areas in which he believes 
they may be strengthened, and outlines other steps to be 
taken. By Samuel V. Bennett. A Report of the W. E. Upjohn 
Institute for Community Research, Public Administration 
Service, Chicago, 1956, 273 pages. $5.00. 


The Wild Jackasses: The American Farmer in Revolt— 
The book describes, through a story of the men and women 
who over the past seventy-five years led “revolts against 
economic conditions,” the perennial problems facing the 
American farmer. By Dale Kramer. Hastings House, New 
York, 1956, 260 pages. $4.50. 


Financial Policy, 1939-45—This volume, one of the United 
Kingdom Civil Series on the history of the Second World 
War, covers all facets of financial policy in the United 
Kingdom during that period. By R. S. Sayers. Her Majesty’s 
Stationery Office and Longmans, Green and Company, London, 
1956. Price 37s 6d. 


Government Budgeting—The author explores the history and 
routines of budget-making, with emphasis on the problem 
of budget classification. The last section offers a well- 
rounded discussion of particular budget problems such as 
the balanced budget, and economic development, etc. By 
Jesse Burkhead. John Wiley & Sons, New York, 1956. 
498 pages. 


ON DETERMINATION OF THE 1957 OUTLOOK 


Critique and exposition of what the author terms the alternate techniques of 
(1) "cyclical indicators” and (2) "sectors of national product” 


By Alexander Sachs 


Economic Adviser and Industrial Consultant 


review of the prior year and preview of the 

entered-upon year, the starting point was the 
predominant attitude among economists and financial 
publications that the recovery expansion of 1955 would 
top out by the end of the first quarter and be followed by 
economic recession of varying magnitude. 

That attitude was aptly summed up by the following 
title of an article in the Christian Science Monitor of 
January 9, 1956, by Mr. E. Townsend: “Business Drop 
During 1956 Seen by Economic Analysts.” 

One of our rightly esteemed economic forecasters, 
Mr. Alan Temple, in an address before a public body, as 
well as in the January issue of the First National City 
Bank’s Letter, stressed a culminative advance in the 
first quarter followed by a decline in the manner of an 
inverted saucer. 

The former chairman of the Council of Economic 
Advisers, Dr. Edwin G. Nourse, described the booming 
economy as “getting tired”’ and counseled business and 
financial leadership to “contemplate a drop of 15% or 
even 20%.” 

A former leading staff member of the National Bureau 
of Economic Research, now director of the correspond- 
ingly named bureau at the University of Illinois, Pro- 
fessor V. Lewis Bassie, was quite emphatic that a reces- 
sion of cyclical proportion was already predetermined. 
In a contemporaneous analysis keyed to the group’s 
cyclical indicators, Professor Bassie maintained that 
“the forces that have pushed the economy up to the 
current heights are now largely spent.’’ With regard to 
“business investment in plant and equipment, while 
still moving up . . . and for some months the advance 
will continue . . . it is futile to expect that [such] in- 
vestment will continue going up on its own after every- 
thing else has leveled.” Accordingly, “the decline in in- 
come will then react adversely on all the aspects of the 
private economy” and “‘the reversal in such key lines as 
auto sales and business inventories will therefore be 
sharp, not just moderate: this is the way the leveling at 


the peak of a boom is usually transformed into 
recession,” 


\ THE corresponding occasion, a year ago, of 


At that time I took a decidedly minority position, 
not so much from a different reading of the cyclical in- 
dicators as from a different evaluation of the state 
of the whole economy, in keeping with my adaptation 
of Willard Gibbs’ ‘‘phase rule” and with my radical 
divergence from the theory of short-run cyclical de- 
terminism. The counterhypothesis I advanced was that 
the outlook was highly favorable for a composite gross 
national product in 1956 greater than in 1955 and that 
the year would end with industrial production higher 
than that which would be recorded in the first quarter, 
presumed by the forecasters as the very peak. 


T THIS present juncture the persons and publications 
that made up the consensus for 1956 are recoiling 
from applying that forecast to 1957 and are emulating 
my then distinct minority position. They are thus pre- 
dicting a pattern that the valuable bulletin of the First 
National City Bank calls “rising readjustment.” 
Feeling impelled again to register a dissent, I present 
the equivalent of the cyclical analysis that former 
adherents to that approach seem to be omitting this 
year. I am a sustained critic of the orientation of busi- 
ness cycle theories and methodologies to our complex 
entrepreneurial economy. I do not regard such cyclical 
analysis as possessing enough validity either qualita- 
tively or quantitatively. By making such presenta- 
tion for the recent past and the current situation more 
meticulous in detail than is done through conventional 
smoothing and averaging of series, I believe the case 
against the cyclical approach will emerge in sharp and 
cogent relief. This will open up and render more in- 
teresting and compelling the economic sector type of 
analysis. This, in turn, leads into the more penetrative 
and valuable examination of the economy from the 
standpoints of equilibrium and disequilibrium, releases 
and constrictions, and comparative ease vs. disparities 
and difficulties in the removal of maladjustments and 
the reinauguration of expansion. 
But first there is needed a brief description of the 
nature and handling of cyclical indicators as evolved 
by the business cycle school of analysts in this 
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century. The kit of tools called “cyclical indicators” is 
a product of the researches that were fostered by the 
Harvard Economic Society, and by the National 
Bureau of Economic Research as concurrent collab- 
orator and eventual concentrative developer. From the 
original extensive exploration of all available data and 
later intensive construction of comparable series bearing 
on business fluctuations in the United States from 1857 
through 1938, our economic history has been reduced to 
a chain of short-run cycles with an average duration of 
three and a third years. 

Thus the record of general business has come to be 
pictured as movements towards what are called “‘refer- 
ence peaks” in culminative months, and movements 
from such peaks to what are called “reference bottoms 
and troughs” in designated months. From the surveyed 
800 or so statistical series, some twenty-one have been 
extracted as most representative of the turns in ups 
and downs of business cycle movements. This com- 
posite of twenty-one is, in turn, subdivided among 
eight series deemed anticipators or leaders, eight deemed 
practically coincident with the turns, and five deemed 
immediate followers of the turns. 

As to these five last-named “lagging indicators,” a 
moment’s reflection on the time-lag of around two 
months involved in the reporting of the data should 
suffice to convince one that they are at best only valu- 
able to an event after it has occurred rather than as an 
indicator of a change before its eventuation. 

A fundamental consideration regarding the validity 
of the cyclical analysis is that both business and invest- 
ment enterprise generally require and lend themselves 
to be keyed into far-longer-term cycles—of a decade and 
longer. Moreover, there is a fundamental error arising 
from the treatment of our economic development as an 
assumed self-contained or autarkic process. This is the 
treatment of our economic history since industrializa- 
tion as independent of the encompassing international 
concomitant social-political forces that have affected 
it. Indeed, this is the prime case in all human history of 
a New World developed from an Old through original 
and successive migrations of peoples and institutions 
and through the impacts on the economy and society of 
capital and technological imports in combination with 
discovered and readapted human and material resources." 


WHAT THE RECORD SHOWS 


We will limit our survey to the recent economic read- 
justment phase in the wake of the liquidation of the 
Korean war starting about the month of August, 1954. 


1The suppressed major assumption of autarkic development for 
the United States is not only counter to the historical facts of migra- 
tion and supply of people and capital resources, but is also counter to 
the historical course of diffusion of techniques from the originative 
areas through the human media of industrial skills. For light on 
this subject see the recently published book by R. T. Berthoff, en- 
titled “British Immigrants in Industrial America, 1790-1950,” Cam- 
bridge, Massachusetts, 1953; and for the corresponding technological 
diffusion from Britain through Europe, the nearly concurrent publica- 
tion by W. O. Henderson, “Britain and Industrial Europe, 1750-1870,” 
Liverpool University Press, Liverpool, England, 1954, 
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The accompanying set of charts exhibits the record 
since 1950 of the eight cyclical leaders as developed and 
currently employed by the National Bureau of Eco- 
nomic Research and another research bureau of adher- 
ence to this approach the Statistical Indicator Asso- 
ciates (of Great Barrington, Massachusetts). For the 
August, 1954, turning point in the cycle from downward 
or trough to upward and expansion phase, the chart 
shows that there were clear-cut advances in four out of 
the eight members; to wit, in the two building series 
(residential and nonresidential) as awarded contracts 
in millions of square feet, in new incorporations, and 
in stock prices. But that record, while confirmatory, is 
not illuminating because those series did not participate 
in the downward movement from autumn 1953 to 
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autumn 1954. Indeed, they were in strong upward move- 
ments athwart that very economic readjustment. It is 
this counterphase movement by these major indicators 
that elicited my skepticism as to the justifiability of 
calling the 1953-1954 readjustment a cyclical recession. 

The salient feature in the first of the indicators, that 
of failure liabilities in dollars inverted, is that while 
failures were decreasing in late 1954 (the line being in- 
verted, it goes up), they became aggravated or increased 
(the inverted lines resumed going down) throughout 
1955 and 1956. Interestingly enough, the presumed 
cyclical peak in the first half of 1953 was also attended 
by advancing failures (that is, the inverted line was 
going down). Only the series representing average hours 
worked and new orders afforded any clue to the upturn 
dating from August, 1954. But it is clear from the chart 
that upturns in the two series were, at best, coincident 
rather than anticipatory. What is left is that the com- 
modity price series did turn up between late spring and 
the middle of 1954 and then stabilized. 


ONLY FOUR OF THE EIGHT AFFECTED 


It thus emerges that if we make a close-up examina- 
tion of the behavior patterns of this octet of indicators, 
half of them completely skipped the so-called cyclical 
recession of 1953-1954, a fourth of them were at best 
coincident, only one was anticipatory, and a residual one 
was out of key with the economy’s postwar expansion. 
The residual, represented by total liabilities in failures 
as reported by Dun & Bradstreet, has been on the 
ascendant throughout the post-Korean expansion for 
reasons that have little to do with cyclical and far more 
to do with structural changes in the nature of retail 
trade and textiles.! 

The implications of a downward readjustment, or 
even more gravely of a recession, that were drawn a 
year ago by adherents of the short-run business cycle 
appear now accentuated. The very first of the group of 
leading indicators (namely the line of failures in terms 
of liabilities as inverted)—in order to correspond with 
the direct movements of the business cycle up and 
down—has been moving down throughout 1956, and a 
trend derived from moving averages is noticeably below 
1955 because of the sustained increases in such failures. 
Industrial stock prices, which were on the ascendant 
throughout 1955, have very definitely topped out in 
1956, and the average for the year shows no progress. 
But a downward bias from the double top made last 
April and last August in that most anticipatory of the 
series (contract awards in both residential and in non- 
residential building on a quantitative basis through 
millions of square feet) shows that the trends have been 
unfavorable since the spring of 1956—sharply and al- 
most precipitously down in residential building and 
moderately down in nonresidential building. The series 
on average hours worked are similarly down, and rather 

1See comments by Mr. Sachs on postwar retail transformation 


in “Interest Rates and Monetary Policy,” No. 58 in The Conference 
Board’s Studies in Business Economics, p. 41. 


noticeably so. New orders in durable goods have been 
on a moderate downtrend since the peak at the end of 
1955. What remains on the favorable side is new in- 
corporations. But here, too, the dynamism is gone, 
since these have been on a plateau for the past two 
years in contrast to the sharp upward gradient they 
were on for the whole year 1954. 

As for the components of the coincident series, that 
is those economic activities which have historically 
moved concurrently with the turning points, they have 
been in a downward movement throughout 1956 so far 
(with the exception of the upturn, after the steel strike, 
primarily in industrial production). This group of the 
coincident series has an element of ambiguity because of 
the inclusion of items affected by prices that have moved 
up more sharply in 1956 than in 1955. The element of 
price correction applies particularly to the component 
of “corporate profits,” because on conventional ac- 
counting these profits include inventory appreciation, 
which played a larger role in 1956 profits than in 1955. 
Yet such inventory profits, not being realizable and 
being dependent upon continuity of trend, cannot serve 
as a contributor to capital formation. 

In sum, the indication of a reversal that had been 
afforded at the end of 1955 by the leader group of the 
cycle indicators and the continued reinforcements of 
these indications through the year 1956 by both the 
group of leading and the group of coincident indicators 
constitute a challenge to any complacency about the 
outlook, even for those who are critical of the technique 
of cycle indicators by reason of their questioning at- 
titude towards the validity and utility of the short-run 
cycle theory. That challenge is underlined by the fact 
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that, while indications of downturn by the leader group 
had become quite clear by the second half of 1955, the 
other two groups were still favorable. But it is in the 
course of and for the year 1956 that declining tendencies 
became manifest for the two other groups. 


METHOD HAS POINTS TO COMMEND IT 


This fact is apparent from the lower panel of the 
assembled charts. In this supplement to the direct 
tracing of movements by groups and components of 


groups, the procedure is simply to combine for each 


month within each group the numbers out of the total 
that have gone up and to express that as a ratio to the 
total, or 100%. If eight of the eight leaders go up in a 
given month, then that month’s position is given at 
100%; and if four of the eight series of leaders go up in 
a given month, then the number expanding in that 
month is 50%. And if none of the group registers ad- 
vance, then the percentage is fixed at the zero point. 
This method of expression by ratios of participation 
ignores the magnitude of the recorded changes. Yet it 
has a good deal to commend it in connection with de- 
termination of turning points. For the 1953-1954 period, 
it is apparent from the lower half of the panel that all 
three groups had been going down through 1953 and 
that the leader group began moving up from the very 
beginning of 1954, while the other two groups moved 
on an irregular trough through the first half of 1954 and 
tellingly reversed direction upward from the midyear 
on. It is also apparent from the chart that practically 
for the whole of 1956 the second group of “coincident 
indicators” joined the more decisive group of “leading 
indicators” in downward movement, and that even the 
“lagging indicators” have had months of recoil and re- 
cession from the plateau of 100% participation in ex- 
pansion that characterized that series for the larger and 
also latter part of 1955. 

But the trouble with the supplementary method as 
developed and employed by the Statistical Indicator 
Associates is about the same as we saw earlier in our 
discussion of the direct record in terms of sequence of 
magnitudes of the leading indicators; namely, that 
equal and even more pronounced indications of recession 
had been given by them in and for the year 1951. Thus, 
by mid-1951, the leading indicators had gone to a zero 
record of participation in further expansion and the 
coincident group had gone to below 50%, with the lag- 
ging group towards 50%. 

That clear-cut case of forecast of a recession proved 
to have been misleading, despite the fact that the in- 
ventory contraction in the 1951-1952 period was greater 
than the inventory contraction in the actualized read- 
justment from mid-1953 through mid-1954. In terms of 
the inventory component of gross national product, the 
decrease in inventories from the second quarter of 1951 
through the third quarter of 1952 was $11.8 billion. Cor- 
respondingly, the change in business inventories from 
the second quarter of 1953 through the second quarter 
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of 1954 was $4.8 billion (through the shift from an in- 
crement in business inventories in that second quarter 
of 1953, amounting to $3.1 billion, to a liquidation of 
inventories in the second quarter of 1954 by $1.7 billion). 
This order of magnitude of around $5 billion in down- 
ward readjustment of inventories in the 1953-1954 
actualized decline in the production index corresponded 
to the $11.2-billion decline in inventories from the 
fourth quarter of 1948 through the fourth quarter of 
1949. It is therefore the more striking that the inventory 
decline of a much larger magnitude in the 1951-1952 
quarters mentioned above was not attended by declines 
in the production index or in gross national product. 


IT’S THE DIVERGENCE THAT MATTERS 


It is this divergence in our postwar economic history 
that points up the inadequacy of forecasting techniques 
by cyclical indicators. A recession, be it of cyclical or 
quasi-cyclical character, was avoided in 1951-1952 be- 
cause of the Korean war then in progress and the conse- 
quential prosecution of an enlarged defense program 
along with maintained-to-augmented plant and equip- 
ment expenditures by the private entrepreneurial econ- 
omy. On the side of government expenditures, shaped as 
they were by the progress of the Korean war, the in- 
creases from mid-1951 through the third quarter of 1952 
were at an annual rate of $17.9 billion. This was in 
contrast with the situation in 1953-1954, when, owing 
to the termination of the Korean war, government ex- 
penditures decreased at an annual rate of $13.0 billion 
between the second quarter of 1953 and the second 
quarter of 1954. The concomitant decline in the rate of 
corporate expenditures for producers’ goods between 
the second quarter of 1953 and the second quarter of 
1954 amounted to $1.6 billion. The aggregate, then, of 
the decreases, amounting to $14.6 billion, in such gov- 
ernmental and private entrepreneurial expenditures 
more than made up the decrease in the total gross na- 
tional product, which was $8.9 billion between the 
second quarter of 1953 and the second quarter of 1954. 

Parenthetically, the various revisions, made by the 
governmental agencies, of the gross national product 
figures in aggregate and in elements tend to distort the 
economic-historical record. For what was available to 
men of affairs and analysts in 1954 after the upturn in 
the readjustment were data that, with respect to the 
gross national product, betokened a decrease for the 
quarters mentioned of $13.9 billion and not $8.9 billion. 
This $8.9-billion decrease was less than aggregate de- 
clines in the Federal Government’s expenditures and in 
gross private investment in goods and services. The 
countervailing forces were increases in state and local 
government expenditures of $3 billion and in expendi- 
tures on services of $4.5 billion, as against a net decline 
in durables and nondurables of about $1 billion. 

In sum, the very large contraction in Federal Govern- 
ment spending, along with moderate contraction in 
inventories, was close to $18 billion. Offset by the above 
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mentioned areas of increase, there was left a contraction 
in gross national product of only around $9 billion. Over 
against that we witnessed from the second quarter of 
1951 through the third quarter of 1952 an increase in 
Federal Government expenditures of $18 billion. Busi- 
ness inventories for the specific quarters we have just 
mentioned declined $11.8 billion, and private invest- 
ment in producers’ durables declined $1.3 billion, or an 
aggregate of $13.1 billion. The expenditures by indi- 
vidual consumers went up between the second quarter 
of 1951 and the third quarter of 1952 by $13.9 billion. It 
is by the divergence in behavior of these salient features 
of the national expenditure and exchange economies 
that the 1951-1952 readjustment processes gave a 
net gain in gross national product of $19.1 billion. 

From the foregoing selected cases of multifaceted 
reviews of the national economy’s performance, we are 
inescapably led to the conclusion that the technique of 
cyclical indicators is far more fallible and far less reliable 
than the technique of sector analysis and evaluation of 
the elements and the forces that enter into and shape 
and control total gross national product. Convergent 
considerations demonstrate the shortcomings inherent 
in an approach and a methodology that continue to use 
up a lot of effort on the part of all concerned with con- 
temporaneous evaluation of the course of business. The 
proposed alternative approach while lacking the ele- 
gance and the dogmatism of the canonical cycle theory 
is more fruitful in fixing attention on the areas of deter- 
minism and indeterminacy; that is, the already- 
progressed and even structured changes that have deter- 
mined a good deal of the course ahead and, on the other 
hand, the areas of what is not yet determined—of what 
is plastic and transformable that can detour or redirect 
the course of development. 


UR exposition of the crux of the debate a year ago 
means that the area fraught with greatest deter- 
minism and determinativeness for the course of 1957 is 
capital expenditures. They cannot be traced by any 
extrapolation of recent figures or by unquestioned ac- 
ceptance of estimates by governmentalor privateagencies 
of businessmen’s expectations. 

Unlike a year ago, the determinants of programs of 
capital expenditures have undergone changes, running 
the gamut of higher money rates, elements of restraint 
affecting the supplies of both capital and credit and, 
last but not least, the rates of return on capital (not in 
the sense of “investment” to the investor, but of return 
to the entrepreneur on his existing capital as a factor in 
the implementation of his plans for augmentation of 
capital expenditures). I have since the summer pre- 
sented these determinants as fraught with the near- 
certainty that the rates of increase in capital expendi- 
tures in 1956 over 1955 are most unlikely to continue. 
Thus the crucial questions revolve around the maintain- 
ability of the prior upward revision in the levels of capi- 
tal expenditures and, alternatively, the probability of a 


shift downward in the gradient of capital expenditures. 
In connection with this question, by new treatment of 
the governmental data, and particularly the relation- 
ships between the successive estimation of plant capital 
expenditures, the thesis of the topping out of the plateau 
has been rendered more plausible. A corollary problem 
which has thus far been neglected by the cyclical fore- 
casters is the pressure of accrued capacities and the con- 
sequential heightening of competition. 


THE BIG QUESTION 


We naturally turn next to consumers’ capital expendi- 
tures in the form of housing and in the form of automo- 
bile acquisitions. It will require separate description 
and evaluation of the outlook in these two types of ex- 
penditures that depend upon choices for individuals. 
It will have to suffice here to set down the net conclusion 
that housing starts will continue their declines through 
the first and extensible part of 1957 rather than turn up, 
and that the expectation of a sizable gain of sales in 
passenger cars in 1957 over 1956 is no more likely to be 
met than was the level of around 7 million that was 
entertained by the industry at that time a year ago. 

On the favorable side we have the area of government 
expenditures, where both defense and foreign aid are 
likely to be advancing over past-year totals. Net foreign 
investment will, however, be on the downward read- 
justment gradient by reason of the dislocations brought 
about by the Suez crisis. 

Many now maintain that international political and 
economic predicaments can be regarded as fraught with 
the same kind of economic inflation as followed in the 
wake of the Korean aggression. The economic reper- 
cussions that have accumulated since Suez nationaliza- 
tion, military operations, and the Mideast crisis will 
appear upon reflection to contain deflationary as well as 
the alleged inflationary implications. 

Since the sector treatment of determinants of the 
economic outlook brings into play the practical factors 
that shape business decisions, it brings into sharp relief 
the need of assimilation and elucidation, in great depth, 
of the particular parts of the gross national product. 
This should be undertaken with a view to answering 
what is the biggest of the contemporaneous questions: 
whether 1957 can be another case of a “rising read- 
justment” rather than a case of downward composite 
readjustment, whereby our business and social econ- 
omies can effect assimilation of tremendous and already 
accrued gains—which, in capital expenditures alone 
more than equal the total dollar cost of World War II. 


THE ANSWER 
[Supplement: March, 1957] 
WHILE the sector treatment has been shown to be 
superior to the cyclical treatment during this postwar 
period, its characteristic inadequacies have been left 
submerged by the continued dynamics of postwar ex- 
pansion. In a word, neither treatment can suffice with- 
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out a decisive “evaluation of the state of the whole 
economy, in keeping with my adaptation of the Willard 
Gibbs’ ‘phase rule.’ ” 

We had already by mid-1956 entered upon “esist- 
ances and resource limitations of the economy.” In the 
supplement I contributed to The Conference Board 
Economic Forum’s symposium, of October 4, 1956, on 
“Interest Rates and Monetary Policy,” I showed that 
credit increments were attended by declining incre- 
ments to gross national product, even without adjust- 
ment for the attendant larger price inflation. “The 
increase in loans,” I said there, was “notably greater 
than the increase in plant and equipment expenditures” 
and was “reflected in only a slight increase in total gross 
national product in dollar terms. And if adjustment 
were made for the price changes, that slight gain would 
come close to stability of gross national product in 
physical terms.” 

This report also noted the emergence (again as early 
as the second quarter of 1956) of (1) declining profit 
margins; and (2) a shrinking base of internal corporate 
profits for the continuance of the sharply elevated 
volume and momentum of capital expenditures as 
planned and scheduled for the first half of 1956. On the 
reverse side of the medallion were the “built-in” cost 
inflators affecting labor and materials in face of com- 
petitive and other resistances to price advances in this 
climactic phase of a capital goods boom 


A NEGLECTED SALIENT 


My recharacterization of the monetary situation of 
pre-autumn 1956 was thus one of credit accelerating 
faster than physical expansion. A salient though sur- 
prisingly neglected case of the resistance being shown 
was the downward revision in the target of capital 
expenditures. The second estimate of the McGraw-Hill 
series projected on May 18, 1956, plant and equipment 
expenditures for the whole economy of about $39 billion 
as compared with $3314 billion in the first estimate of 
November 11, 1955, and with $3634 billion in the re- 
lease of December 14, 1956. 

Thus the expectations of the business community 
from an initially projected gain of about 13% were 
raised by the end of the spring of 1956 to a gain of 30% 
for the year. But the realization fell short of that raised 
expectation by 7%, and in terms of absolute amounts 
that shortfall of $2.7 billion (from $38.965 billion to 
$36.261 billion) was about half of the reduced realized 
gain from 1955 to 1956 (from $30.030 billion to $36.261 
billion). Correspondingly downward revisions have been 
a dominant motif of the quarterly releases of successive 
governmental estimates for both expected and realized 
plant and equipment expenditures. 

A very different kind of mental resistance to the 
acknowledgment of an already progressing trend stems 


_ from the disillusionment, by the business and investing 


1 Mr. Sachs’ concluding statement in “Interest Rates and Mone- 
tary Policy,” Studies in Business Economics, No. 53, p. 80. 
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publics, with cyclical indicators and their repeated mis- 
signaling in this postwar period. But, on the counter- 
hypothesis as summarized here and set forth in my 
earlier articles,! the conclusion seems inescapable that 
we are confronted by a confluence of corrective forces 
rather than by marginal and stretchable readjustments 
at the top of a plateau. 

Each of the emerged aspects of corporate shrinkage 
is cause and effect of the systemic transformation of the 
economy. A narrowing profit margin is coordinated with 
reduction in net profits, which determine the internal 
supply for further capital formation. Correspondingly, 
reduced internal resources of retained profits make 
urgent the application of larger proportions of secured 
capital from the capital market to improve the liquidity 
of corporations under increased competition. 

There is a marked contrast between the sharply ad- 
vancing prices of a year ago and the declining trend 
since the turn of the year. The metal components of the 
sensitive prices declined from December to March by 
13%, and raw industrials by 7%. It thus becomes more 
urgent than ever to correct the published profits data 
for the past year for the inventory appreciation factor 
that is included under conventional accounting and to 
readjust the internal base of this imputed but never 
available source of capital formation. After applying 
such corrective procedures to corporate manufacturing, 
it turns out that there has been a one-third shrinkage in 
the ratio of genuinely applicable net profits after taxes 
to contemporaneous carrying-out of plant and equip- 
ment programs (as estimated by the SEC and Depart- 
ment of Commerce compilations). Correspondingly, the 
ratio of liquid working capital—in the sense of the 
excess of current assets less inventories over current 
liabilities—to plant and equipment expenditures has 
been reduced more than two fifths over that same period 
(between the second quarter of 1955 and the third 
quarter of 1956). 


HAVE ONLY RETROSPECTIVE SIGNIFICANCE 


Clearly, under these constrictions and with the recent 
record of diminishing profits notwithstanding higher 
volume, there has been impairment of capacity, as well 
as of inducement to maintain the summit as well as the 
predicted upward gradients of capital expenditures. And 
inasmuch as the confident predictions around the turn 
of the year of sizably increased automobile demand and 
housing activity have latterly undergone some down- 
ward revision, the plateau characteristics inferred from 
the monthly production indexes must be treated as of 
retrospective and not prospective significance. Hence 
the negative answer to this concluding section; to wit, 
that the economy has already embarked upon a sys- 
temic downward readjustment for 1957 instead of the 
preponderant view at the year’s turn that 1957 would be 
a year of continued “rising readjustment.” 


1See The Business Record, “A Critique of ‘Cycle Theory’,” April, 
1953, and “Production Since 1900: New Perspective,” Sept., 1955. 
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The Tally by Industry and Company on 


PROFIT MARGINS AND STEPS TO BETTER THEM IN ‘57 


METAL INDUSTRIES 


Aircraft and Parts 


ROFIT margins in 1957 will remain the same as 
Price in 1956, for one of the three aircraft and 
parts companies participating in this survey. In 

the remaining two firms, 1957 profit margins are ex- 
pected to at least equal or perhaps exceed those in 1956. 
The president of one of these firms expects to “offset 
rising material and labor costs through increased vol- 
ume and efficiency.”” However, he goes on to say that 
“if cost increases are quite substantial, a price increase 
in our products may be necessary.” The assistant to the 
president in another company expects improvement 
over last year’s narrow profit margin which was caused 
by “the costs involved in building up” to higher levels 
of production. The third company expresses uncertainty 
about its 1957 outlook for profit margins since much of 
its business is “‘subject to government renegotiation.” 


Blast Furnaces and Steel Mills 


Despite rising material and labor costs, three out of 
the nine blast-furnace and steel-mill firms anticipate 
wider profit margins in 1957 than they experienced in 
1956. One firm foresees about the same profit margin in 
both periods, while two other companies expect that 
1957 will at least equal 1956 profit margins. 

Among the factors cited by these firms as counter- 
acting the cost increases are ‘adjusted selling prices,”’ 
“improved methods,” “a leveling off in prices of certain 
raw materials which we purchase in large quantity,” and 
“an improved product mix.” The chairman of the board 
of one company which is operating at near capacity is 
not too disturbed by the fact that “business will be 
declining somewhat in the second half of 1957.” His 
expectation is that this condition will actually make for 
improved profit margins since “our overtime will be 
less, our general employee attitude will be better and we 
will slow down some uneconomical units and concen- 
trate our production in our most efficient ones. In addi- 
tion we always put on an economy program in a declin- 
ing market. We also feel that the price of scrap will 
undoubtedly come down materially.” 

The three firms predicting reductions in their 1957 
profit margins from those in 1956 foresee declines of 
“10% to 15%,” “approximately 10%,” and “not exceed- 
ing 5%.” The principal reasons advanced by these com- 
panies for believing their profit margins will contract 


are “the difficulty of increasing our selling prices suffi- 
ciently to keep pace with higher labor cost and sharply 
increasing raw material prices,” and “the fantastically 
high prices offered by foreign countries for our domestic 
scrap. This has created an artificial condition whereby 
expanded domestic steelmaking capacity is being forced 
to bid for a reduced domestic supply of scrap.” 
Customary margins can be restored or maintained, 
report several cooperators, only by “controlling steel 
scrap exports,” “‘a general increase in prices by the en- 
tire industry,” “stopping inflationary wage adjust- 
ments,” as well as by “striving to raise the level of 
productivity to cover increases in labor costs.” 


Communication Equipment 


One of the three reporting companies expects its 
margin of profit in 1957 to be higher than it was in 1956, 
while another firm believes its profit margin will approx- 
imate that attained in 1956. The first-mentioned com- 
pany experienced a tightening of customary profit 
margin in the latter part of 1956, and as a result has 
“curtailed expansion activities.”’ In addition, this firm 
has intensified its efforts to make “‘more economical use 
of material and manpower.” The vice-president of the 
second company expects better profit margin results be- 
cause of “higher sales volume, some improvement in 
labor efficiency, and lower copper prices.” 

The third firm reporting in this group expects nar- 
rower profit margins in 1957, principally because ‘“‘com- 
petition in our industry has been so keen that customary 
margins of profit have been reduced in order to stay in 
business and/or expand.” 


Electrical Industrial Equipment 


Profit margins in 1957 are expected to surpass the 
profit-sales ratios of last year in three firms and remain 
the same in three others. A seventh producer predicts 
that 1957 profit margins will contract. 

In order to compensate for the squeeze due to rising 
costs, these companies have resorted to “price in- 
creases” and “more effective budgetary controls and 
manufacturing economies.” One firm intends to “‘in- 
crease production, maintain better cost control, and 
reap the benefits of some increased prices put into effect 
last year.”’ However, one firm expects its profit margins 
in 1957 to be wider, only because “in 1956, they were 
completely inadequate.” 

The only firm expecting a narrower profit margin in 
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1957 than in 1956 cites as most responsible “static or 
declining selling prices in the face of increasing manu- 
facturing costs which include wage increases in excess of 
increases in productivity.” 

Although some firms expect that 1957 will be better 
than 1956, they feel that margins need to be improved 
still further. One firm believes restoration of customary 
margins will be difficult unless “‘our larger competitors, 
whose prices we follow, raise their prices.” Some plan to 
offset any squeeze on 1957 profit margins by “‘the instal- 
lation of cost-saving equipment” and “‘a reduction in the 
amount of wastage and scrap produced.” 


Hardware 


Wider margins of profit are predicted for 1957 by four 
of the eight cooperating hardware firms. One other firm 
expects about the same margin in both years, while the 
sixth company anticipates a margin that will at least 
equal if not exceed its 1956 profit margin. Typical of 
these producers is one company that intends to combat 
rising costs by: 


e “A slight increase in selling prices 
@ Increased sales volume 


e A continuance of our steady improvement in manufac- 
turing efficiencies” 


On the other hand, one of these six firms had its 
profits position adversely affected in 1956 by a sharp 
drop in residential building. The firm is “now adjusted 
to the new lower level’? and expects to experience an 
upward trend in profit margins in 1957. 

The president of one of the two companies expecting 
a narrowing of profit margins in 1957 lists three causes: 


e “Increases in wages, steel and transportation costs 
e Cutthroat competitive bidding on defense contracts 
e Tightening of credit” 


The chairman of the board of the second company 
does not expect any appreciable decline in sales but 
believes that ‘“‘competition will be sharper” and that 
“rising costs will make it difficult to maintain present 
profit margins.” 

In the way of alleviating the squeeze on profit mar- 
gins, several respondents suggest “better business ad- 
ministration” and “a decrease in government spending 
which would make possible a reduction of the tax loads 
on business to permit financing of product and produc- 
tion improvements.” 


Industrial Machinery — General 


Eight of the twenty-two firms reporting in this group 
predict greater profit margins in 1957 as compared with 
those in 1956, four expect no change, and one company 
believes its 1957 profit margin will at least equal and 
perhaps go beyond the 1956 figure. — 

Despite the pressure exerted by higher costs, these 
companies expect their profit margins to improve be- 
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cause of “higher sales volume,” “increased selling prices 
and economies in our operations,” and “selling price 
escalation clauses in a large percentage of sales con- 
tracts.” And the president of one company which had 
heavy capital expenditures last year expects wider 
profit margins in 1957 as a result of: 


e “The advantages of new and improved facilities and 
equipment deriving from our large capital expenditures for 
machinery and equipment in 1956 

e Greater concentration and effort in broadening our 
profitable product lines and developing new products and 
methods 

e Improved cost control through decentralization of our 
organization into several product lines, each responsible for 
its own profit performance” 


Nine companies expect a narrowing of profit margins 
this year as compared with those in 1956. Two of these 
companies anticipate that profit margins in 1957 will be 
“lower by 10% to 15%” and “‘reduced by approximately 
10%” from those in 1956. Some firms report that “‘some- 
what greater efficiency” in their operations will not be 
sufficient to “offset rising wage and material costs,” 
while other producers believe “competitive conditions 
will not permit full recovery of cost increases.” 

In one case, profit margins are expected to slip be- 
cause of ‘‘a decline in new orders received by customers. 
In addition, price increases for required raw materials 
will become effective during the first half of 1957.” 
Another firm’s profit margin prospects will be hampered 
by “‘the necessity of working down order backlogs, a 
great part of which do not contain escalation clauses.” 

While some companies believe that customary mar- 
gins can be maintained or restored only by increasing 
selling prices, others offer a variety of solutions to the 
current squeeze on profit margins. These include: 


e “Increasing productivity and efficiency through the use 
of new machinery, automation and improved work flow, 
and by developing improved and new products.” 

7 
e “Increasing productivity through incentive pay pro- 
grams.” 

ry 
e “Limiting wage increases to the extent justified by in- 
creased productivity.” 

7 
e “Providing for escalation clauses in contracts.” 

y 
e “Emphasizing quality of product when selling, rather 
than merely meeting competitive prices.” 


Industrial Machinery —Specialized 


Six out of sixteen reporting companies anticipate 
profit margins in 1957 will exceed those in 1956 while 
five firms expect similar margins to prevail in both 
years. Wider profit margins are attributed to such fac- 
tors as “increased production volume without attend- 
ant increased overhead,” “‘a change in the product-mix 
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with greater emphasis on the more profitable items,” 
“increased efficiency in manufacturing operations,” and 
“escalation clauses keyed to available labor and raw 
material costs that will cut our unit cost of manufacture.” 

Causing concern among some cooperators are “the 
keen competitive conditions existing in this industry 
today.’ However, this pressure may be lessened some- 
what by what one executive notes as “evidence of a 
cessation of price-cutting tactics.”’ Another firm expects 
to improve its situation by “farming out the manufac- 
ture of machined components to outside sources.”’ An 
executive in this company points out that “we thus gain 
the use of various specialized types of machine tools 
better suited to manufacture our parts. We could not 
justify purchase of such equipment because of lack of 
sustained demand.” 

And one producer reports that his 1957 picture is 
better only because 1956 profit margins were low owing 
to “heavy expenditures on construction projects involv- 
ing new processes and equipment.” 

The five companies expecting profit margins to nar- 
row in 1957 cite as most responsible the “‘competitive 
conditions,” “increased cost of labor and financing 
charges,” ‘foreign competition,” and “continuing spotty 
demand for textile machinery coincident with increased 
labor and material costs.” 

Where competitive conditions permit, respondents 
are raising selling prices to compensate for rising costs. 
Some firms feel that this is the only solution in combat- 
ing the squeeze on profit margins. Others hope to restore 
or maintain customary margins by “effecting greater 
efficiencies in methods of manufacture,” “promoting a 
profit-sharing system more aggressively in order to in- 
crease production per employee,” “acquiring labor- 
saving machinery both in plant and offices,” “improving 
the product-mix,” and “constructing single-story plants 
in place of multistory plants.” 

One company is hopeful of reducing costs by “‘product 
redesign for unitized construction. If successful,” this 
respondent says, “this will permit our building a maxi- 
mum variety of machines with minimum number of 
different components.” A few firms would like the gov- 
ernment to institute “protective tariffs for industrial 
machinery” and “corporate tax relief.” 


Instruments, Controls and Apparatus 


Of the ten cooperating producers of instruments, con- 
trols, and apparatus, five predict wider margins in 1957 
than in 1956, while three expect them to be approxi- 
mately the same as last year. The reasons they give are 
“installation of automatic equipment,” “reduced paper- 
work,” “higher sales volume,” “increases in selling 
price,” and “increases in production efficiency.” 

According to one respondent, “the thinning of over- 
head costs due to increased sales will offset the expected 
rise in direct cost.” In order to better his profit margin, 
one producer is “discontinuing marginal or low-profit 
products,” while another firm hopes to increase produc- 


tivity per man by “placing continued emphasis on our 
methods and time-study department and on its work in 
simplifying and organizing methods and procedures.” 

Reduced profit margins in 1957 are predicted by the 
two remaining firms in this group. “Increases in selling 
price always lag behind increased cost,” explains an 
executive of one of these companies, “and in our par- 
ticular case price increases oftentimes cannot be put 
into effect due to competition.” 

Respondents are generally of the opinion that cus- 
tomary profit margins can be restored only by “‘operat- 
ing more efficiently and/or raising selling prices.” Be- 
cause of this, the treasurer of one company believes that 
the time is rapidly approaching when “labor rate in- 
creases will have to be tied down to measurable in- 
creases in productivity.” 


Iron and Steel Foundries 


Most of the thirteen cooperating companies in this 
industry are discouraged regarding this year’s profit 
margins. Only three firms expect them to be greater 
than those in 1956. One of these producers is maintain- 
ing current margins on all his products by “passing on 
in selling price all rises in material costs, and mechaniz- 
ing sufficiently to offset increasing labor costs.” In addi- 
tion, this company expects to enhance its margins some- 
what by “the introduction of new products which have 
higher profit margins than our well-established products.” 

Of the ten firms expecting a reduction of profit mar- 
gins in 1957, seven estimate declines of “probably 40%,” 
“15%,” “‘as much as 10% to 15%,” “‘at least 10%,” 
“about 9%,” and “5%”? (two companies). The most 
frequently cited reasons for deteriorating profit margins 
are “more competitive pricing plus increased costs of 
raw material and labor,” “large initial costs expected to 
be involved in the introduction of a new product,” and 
“a decline in sales volume due to the government’s 
restrictive credit policies.” 

The president of one firm reports that “labor rates are 
increasing faster than productivity. This, plus addi- 
tional fringe benefits granted to labor, have increased 
our fixed charges and have dampened our profit margin 
expectations.”” On the other hand, one of these com- 
panies points out that 1956 was an unusually good year 
due to the fulfilling of a number of exceptional orders of 
a “one-shot variety” which boosted its profit margin 
considerably. 

Most iron and steel foundry respondents intend to 
undertake a variety of corrective actions designed to 
restore customary profit margins. These range from 
“exercising rigid controls over all costs and striving to 
increase efficiency in all phases of our business,” to 
“installing new equipment,” and “developing better 
inventory control methods.”’ One company feels that the 
way to attack the problem is to first “stabilize labor 
costs.” Another firm would like to see “an easing of 
credit restrictions and a reduction in federal taxes.” 
Other companies plan to “reduce selling and administra- 
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tive expenses” and “improve the efficiency of the pur- 
chasing department.” 


Metal Stamping and Coating 


An unfavorable outlook for profit margins is forecast 
by most of the seven metal stamping and coating com- 
panies reporting. Only two firms expect better profit 
margins this year than those in 1956. One of these com- 
panies believes that “increased production volume re- 
sulting from the development of new products coupled 
with an extensive cost reduction program”’ will offset 
higher labor and material costs. The other firm expects 
an improvement because “a strike and certain technical 
problems which have since been resolved” made 1956 a 
poor year for profits. 

A narrowing of profit margins is anticipated by the 
five remaining companies, attributable in one case “‘to 
increased costs that cannot be passed on in full to our 
customers.” Another firm expects its profit margins to 
decline “10% to 15%,”’ as compared with the 1956 
margin. Aside from higher labor and material costs, the 
president of this firm cites “higher advertising and pro- 
motion costs and the competitive situation in this 
industry” as factors. 

The president of a third company estimating a de- 
cline of “10%” in profit margins complains that “the 
rate of technological improvement is not fast enough to 
offset the continued pressure for selling-price reductions 
on the part of our customers.” 

Most of the companies in this group, whether antici- 
pating a widening or narrowing of profit margins, see 
room for improvement in their profits as a per cent of 
sales. Two companies feel that even the customary 
margins are too low. The president of one company 
states that, “‘in this business, prices should be substan- 
tially higher, as the whole industry is losing money on 
equipment hoping to make it up on the sales of parts.” 
As costs pinch profits and competition exerts pressure 
on selling prices, respondents are “accelerating research 
and development programs considerably” and are “de- 
veloping better product design, greater standardization 
of parts, and greater efficiency in both the production 
and sales departments.” 


Metalworking Machinery 


Two out of the ten cooperating firms expect profit 
margins in 1957 to surpass those in 1956, while four 
companies foresee margins equivalent to last year’s. 
However, three of these companies write that such com- 
parisons do not mean that their profits outlook is favor- 
able, pointing out that 1956 profit margins were de- 
pressed by such factors as “reorganization and costly 
consolidation operations” and “costly introduction of a 
new line of machine tools.” In fact, the president of one 
' company reports that “1956 was one of the worst profit 
years in perhaps ten years.” 

A narrowing of profit margins in 1957 1s expected by 


the remaining four companies, two of which anticipate 
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declines ‘‘of about 40%” and “‘perhaps 15% to 20%.” An 
executive in this latter company reports that profit 
margins will “still be good since 1956 was our best year 
to date.” “More competitive conditions,” coupled with 
“increased labor and raw materials costs,” are the prin- 
cipal causes cited for the expected declines in profit 
margins by the other companies. 

Restoration or maintenance of customary profit 
margins is a major source of concern to most of these 
ten cooperating metalworking machinery companies. 
They expect to accomplish this by the following means: 


e “Using better and faster machine tools and other pro- 
duction mechanisms and methods” 

rh 
e “Concentration and emphasis on economy in areas of 
cost outside of direct labor and material” 


7, 
e “Elimination of unprofitable product lines’”’ 
cs 
e “Reduction of operating costs and overhead to the point 
where we can make a satisfactory margin without increasing 
our prices” 
7 


e “Writing contracts with selling price escalator clauses” 

is 
e “More creative selling and ingenuity on the part of those 
in our field force” 

A 
e “Mergers with other companies which mean increased 
production volume and lower cost of management and 
office personnel” 

v 
e “Mechanizing office work” 

cf 
e “Introduction of new products on the market” 


Motor Vehicles and Parts 


Profit margins in 1957 will exceed those in 1956 for 
three out of the eight producers of motor vehicles and 
equipment. Two firms do not expect any material 
change in their profit margins and a sixth firm foresees 
its margin at least remaining the same or perhaps in- 
creasing somewhat in 1957. These respondents report 
that offsetting the rise in labor cost and raw material 
prices are “increased sales volume and tighter cost 
control” and “better allocation of work due to accurate 
forecasts of sales.” An executive in one firm where the 
profit margins vary between product lines reports that 
“selling efforts are concentrated on the more profitable 
lines, while marginal items are being eliminated.” 

Declining margins of profit in 1957 are forecast by the 
remaining two companies. “Increased production effi- 
ciency”’ in these firms is expected to “partially offset the 
cost increases, but competitive conditions will prevent 
full recovery of profit margins through price increases.” 

In an effort to maintain or restore customary profit 
margins, most companies are resorting to ‘‘an increase in 
selling price.” However, other alternatives are available 
such as in the case of one company where management 
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is attempting to maintain customary margins by con- 
stantly “effecting internal economies, combating price 
resistance of our customers, and maintaining manufac- 
turing capacity in line with customer requirements.” 


Nonferrous Metals 


Three out of the nine participating nonferrous metal 
companies predict better profit margins in 1957 than 
they experienced in 1956, four foresee no change, and 
one expects to at least equal and perhaps exceed last 
year’s margin. 

The principal factors contributing to the maintenance 
or expansion of profit margins this year are reported to 
be “more stringent cost control,” “a better raw material 
market,” and “‘increased sales volume.” The president 
of one firm expects profit margins to improve owing to: 


e “Selling price increases 

e Cost reductions through new methods 

e A greater awareness to the importance of maintaining 
and improving profit margins on the part of the whole 
organization” 


Other firms are combating the rise in costs by “‘con- 
centrating selling efforts in those product lines which 
have greater yields” and “increasing plant production 
of products in very heavy demand.” 

Profit margins in 1957 are expected to be narrower by 
only one concern in this group. This firm is experiencing 
‘increasingly strong price competition from foreign 
countries” and “increased competition in the form of 
substitutes which have taken the place of our raw mate- 
rial product.” 

In an effort to ease the squeeze on profit margins and 
restore customary margins, one firm is “constantly 
seeking improved production methods as well as in- 
stalling equipment that assures greater productivity for 
each unit of labor.” Along the same lines the vice- 
president of one firm believes that a return to customary 
margins will require concentrated efforts to “produce at 
the very lowest cost. This means a continual investment 
in newer and more modern machinery, the institution of 
systems which give more efficiency and result in less 
scrap, and an over-all improvement in the ability and 
functioning of supervisory and management personnel.” 


Office Equipment 


Profit margins in 1957 in three of the four firms co- 
operating in this survey are expected to be “approxi- 
mately the same as,” “‘somewhat greater than,” and “‘no 
lower than” those in 1956. In one of these firms a con- 
tinued rise in costs is expected to be countered by “a 
more favorable product-mix as a result of new items in 
our line of equipment which yield higher profit mar- 
gins.” The second firm expects to benefit by increased 
production in 1957 from “expanded operating facilities. 
This will account for larger volume and, consequently, a 
spreading out of certain fixed overhead expenses.” On 
the other hand, in the third company, “nonrecurring 


expenses made margins in 1956 unduly low.” This firm’s 
president feels that the elimination of such extraordi- 
nary expenses, together with “closer control of operating 
costs,” should at least offset rising costs. 

The only firm predicting declining profit margins in 
1957 cites “additional expenditures for research and 
development in order to expedite certain projects re- 
cently undertaken” as the major contributing factor. 

In the opinion of one company president, customary 
margins can be maintained even in the face of rising 
costs since “there is the potential in almost every com- 
pany for more effective systems and methods of manage- 
ment control.”’ Other companies expect to: 


e “Concentrate on new products which initially carry a 


high rate of return” ; 


e “Consolidate several producing plants to obtain operating 
benefits”’ 


Ty 
e “Constantly strive for better production and distribution 


methods” : 


e “Increase employee cooperation and efficiency” 
7 


e “Progress further on work simplification in the plant to 
reduce manufacturing cost” 


Refrigeration Machinery 


Maintenance of profit margins in 1957 equal to those 
in 1956 is forecast by two out of the four cooperating 
refrigeration machinery concerns. Rising costs are being 
offset in one of these companies by “increased efficiency 
in operations as well as price increases on selective 
items.” The vice-president of the other firm relates: 


“We are redesigning in order to simplify manufacturing 
processes and to use less expensive materials wherever pos- 
sible. We are doing more and more in the nature of mechan- 
ization. We have stepped up our time-study program and 
have teams of process engineers, foremen and representa- 
tives of the union working together to improve the pace of 
production and to find areas of cost savings. Finally, we 
expect to spread our fixed overhead over a larger volume 
of production.” 


One of the two firms expecting their average profit 
margin in 1957 to be lower than it was in 1956 is not 
alarmed at the prospect. This is because, as the vice- 
president puts it, the “further narrowing of our margin 
will be slight. We have been getting used to this 
phenomenon. Profit margins have been declining stead- 
ily since 1947 except for the single year 1955.” The 
president of the fourth firm is bearish mainly because of 
“sizable drop-off in sales since the Suez incident.” 

While companies are generally agreed that restora- 
tion or maintenance of customary margins will be diffi- 
cult to achieve in the face of continued cost increases, 
one company believes the first step in this direction 
should be “resistance to further increases in wages.” 
The vice-president of another firm is placing chief 
reliance on “automation” to restore customary mar- 
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gins. This will entail installation of “semiautomatic 
equipment which will help cut cost despite rising wages, 
by producing better work faster with less labor.” 


Structural Metal Products 


Margins of profit in 1957 higher than those of 1956 
are forecast by two of the five producers of structural 
metal products while two producers expect a continu- 
ance of their 1956 profit margins throughout the year. 
_ One firm plans to “discontinue production of unprofita- 
ble items and keep tight control on those elements of 
cost that are controllable” in order to lighten the pres- 
sure of increased costs. However, in two of these four 
firms, profit margins in 1957 are not likely to be nar- 
rowed as much as in 1956 when “raw material short- 
ages” and “‘the steel strike’’ hampered operations. 

One company president, predicting a smaller profit 
margin in 1957 than in 1956, ascribes this unfavorable 
trend to “tougher competition.” He explains that some 
firms in their effort to “build up backlogs of new orders 
have resorted to price-cutting tactics.” 

Because of the pressure on customary profit margins 
caused by increased costs and competition, these com- 
panies are aware of the need for increased efficiency. To 
that end one company reports constant “review and 
analysis of our plants, products, and methods of market- 
ing and manufacturing in order to improve operations.” 


NONMETAL INDUSTRIES 


Apparel and Related Products 


One of the six reporting manufacturers of apparel and 
related products predicts profit margins in 1957 will sur- 
pass those of 1956, while three firms foresee no change in 
their profit margins. The president of one of these firms 
feels that his company should be able to maintain 
present profit margins owing to: 


e “A selling-price increase 

e Continued close control of material and manufacturing 
costs 

e Substitution of cheaper materials where such substitution 
will not downgrade quality and/or appearance 

e Better control of labor productivity 

e A slight increase in production volume” 


It is the intention of one of the four companies already 
mentioned to concentrate its sales efforts on “styles 
which carry a higher profit margin.” In addition, it 
expects to “make advantageous material purchases and 
to negotiate favorable labor contracts.” Still another 
firm hopes to offset rising costs by (1) “the introduction 
of unique products and (2) increased production which, 
in turn, will lower overhead per unit.” In the case of the 
fourth firm, wider profit margins are expected because 
“1956 was a bad year.” The president of this company 
cautions that “profit margins are low owing to competi- 
tive conditions that plague the industry and are most 
likely to continue.” 
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Narrower profit margins in 1957 are foreseen by the 
remaining two companies, caused in one case by “stiff 
competition that prevents passing labor and material 
costs on to our customers.” 

To lessen cost pressures and restore customary mar- 
gins, three firms believe the following are indicated: 


e “Curtailment of capital expansion, concentration on 
greater productivity with existing facilities, more efficient 
management, and cost reduction.” 


A 
e “Increased production in order to spread fixed overhead 


costs.” 
7 


e “Higher tariffs on imports to equalize the cost of foreign- 
made goods with those of domestic manufacturers.” 


Chemicals—Inorganic 


Of the seven producers of inorganic chemicals taking 
part in this survey, one expects its profit margin in 1957 
to widen, four predict about the same margins as in 
1956, and a sixth firm expects its margins to be “as good 
as in 1956 or slightly improved.” 

A variety of factors are reported as contributing to 
maintained profitability. Among these are the following: 
“improvement in the performance of manufacturing 
plants,” “increases in selling prices,” “introduction of 
new products with adequate profit margins,” and 
“emphasis on selling the more profitable product lines.” 

The optimism of these firms seems to be expressed by 
one executive who, despite anticipated increases in 
wages, freight rates and raw material prices, writes: 

“We are in the midst of rehabilitation and modernization 
programs, at both our plants, which should produce a reduc- 
tion of manufacturing costs by the middle of 1957. Intensi- 
fied efforts toward cost minimization in other areas of the 
plant continue to promise added profits.” 


A seventh firm predicts a declining profit margin in 
1957. This firm expects the reduction to be “slight and 
that it will be caused by increased costs that cannot at 
this time be passed on in the form of increased prices 
to our customers.” 

While some of the cooperators expect to improve their 
profit margins in 1957, they indicate that to attain their 
usual profits as a per cent of sales will require some 
effort. The president of one of the firms counsels “re- 
straint on granting any further wage increases.” The 
president of another believes profit margins can be 
stabilized only by “‘statesmanship,” entailing an effort 
on the part of both labor and management to “stabilize 
their return rather than to try to expand it before 
productivity catches up.” 


Chemicals— Organic 

Profit margins in 1957 will be better than those in 
1956 is the prediction of three of the fourteen participat- 
ing organic chemical companies. Two others foresee no 
change in margins, and three expect that their 1957 
profit margins will approximate or slightly exceed those 
in 1956. The eight look to these offsetting factors: 
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e “Increases in selling prices” 
Tv 


e “Benefits from introducing new products into the 


market”’ 
ce 


e “Somewhat higher sales volume” 
A 
e “A more profitable product mix” 
v 
e “Higher production volume diffusing fixed overhead 


expenses” 
v 


e “Reduction of manufacturing cost through changes in 
equipment and plant layouts.” 


The treasurer of one of these companies expects 1957 
profit margins to be somewhat better than the previous 
year’s without any appreciable assistance from selling 
price increases. He explains that: “research efforts are 
paying off in new products being developed; our promo- 
tional and advertising efforts are apparently more 
effective; and our over-all administration seems to be 
improving due to careful short- and long-range planning 
and timely organizational changes and staffing.” 

On the other hand, one of the firms expecting 1957 
profit margins to compare favorably with those in 1956 
emphasizes that its 1956 profits were “penalized some- 
what by starting-up expenses at a number of new 
plants.” 

Narrowing profit margins in 1957 are expected by the 
remaining six companies. Several of them are finding it 
hard to compensate for the pinch on their profit mar- 
gins, one remarking that “competition is so keen today 
that it is very doubtful whether we will be able to raise 
our selling prices to entirely offset rising costs.” 

Customary profit margins are “a thing of the past,” 
according to the treasurer of one company. However, he 
goes on to say that his company plans to combat the 
squeeze on profits by “increased attention to all cost 
factors, and primarily by a broadened and revitalized 
marketing approach.” Other companies intend to re- 
store or maintain their customary profit margins in 1957 
through “increased productivity” and “greater sales 
volume.” Still other cooperators report they are going 
to: “eliminate, as far as possible, unprofitable items and 
concentrate on those which are more profitable’”’; “raise 
prices more nearly to a realistic basis where competitive 
conditions permit”; “increase research effort to lower 
manufacturing cost and develop cheaper raw material 
sources.” 


Construction Materials 


One out of the fourteen cooperating construction 
material firms reports that it expects profit margins in 
1957 will surpass those experienced in 1956. Three firms 
look ahead to neither expansion nor contraction from 
1956 profit margins, and four firms predict their mar- 
gins will at least equal those of last year. One of these 
latter companies calls attention to “a number of heavy 


and nonrecurring costs” in 1956 that will be absent in 
1957. Another producer is protecting his margin of profit 
by means of “price increases, improved productivity, 
some product diversification, and expense control.” 

“Installation of new and better equipment” is men- 
tioned by several firms as a factor in offsetting rising 
costs. One of the producers is hopefu! that adding new 
products to his existing line will “increase sales and 
profit without a proportional rise in overhead costs.” 

The six remaining companies forecast a reduction in 
their profit margins in 1957, primarily because of “keen 
selling-price competition.” This price pressure is par- 
ticularly stressed by one executive who reports that the 
“production of the industry is now exceeding demand, 
thus making it even more susceptible to competitive 
conditions than most other industries.” 

Contraction of profit margins, in the case of one of the 
producers, will result from “‘a drop in sales volume in 
those products associated with new house construction.” 

How to restore customary margins is causing concern 
among many cooperators in this group, including those 
who indicate improved margins for the present year. 
Among the solutions offered are: 


e “A firm resistance on the part of management to further 
wage increases.” 

vb 
e “More efficiencies in manufacturing and distribution and 
close control of overhead costs.” 

A 
e “More intensive market and product research.” 

Y 
e “Introduction of new equipment and processes to im- 
prove products and reduce costs.” 

vw 
e “Better utilization of manpower.” 

5 
e “Curtailment of expanding government activities, 
thereby removing one of the causes of continuing in- 
flation.” 


Food, Beverages, and Kindred Products 


Despite rising raw-material prices and labor costs, 
three out of eighteen food products companies partici- 
pating in this survey predict higher profit margins in 
1957 than those recorded in 1956. Eight firms expect a 
continuation of 1956 profit margins, and three other 
companies foresee margins in 1957 that either will equal 
or surpass those in 1956. 

Among the factors most responsible for offsetting 
rising costs are “increased selling prices,” “higher pro- 
ductivity,” “strict control of operations,” “new plants 
and equipment,” and “greater mechanization.” One 
such firm expects to direct effort toward “more intensive 
advertising and merchandizing,” thereby creating more 
widespread usage of their products. In contrast, one 
company president expects profit margins to be more 
favorable in 1957 partly because of expense reduction 
due to “‘a diminished advertising budget.” 
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Narrow profit margins are nothing new to one pro- 
ducer whose margins have “historically been extremely 
tight.” On the other hand, two firms which experienced 
relatively low profit margins in 1956 are expecting an 
improvement. In one case, margins are so low that they 
cannot be “reduced any further,” while another com- 
pany does not consider its profit margins in 1956 satis- 
factory because of “substantial expenditures above 
normal for advertising, promotion, and products 
_ development.” 

The remaining four firms in this group predict nar- 
rower profit margins in 1957. In one case this bearish 
outlook results from “severe price competition,” but 
another respondent places most of the responsibility on 
“the policy of the government in administering the farm 
price-support program covering our product.” 

Several companies express the belief that “increases 
in selling prices” offer the only solution to the squeeze on 
margins. Others offer a variety of solutions: 


e “Intensification of efforts to modernize plants and 
methods.” 


ll 
@ “Greater production volume, thus cutting down the unit 
overhead.” 


¥ 
e “More efficient and less costly distribution.” 


“A 
e “Exclusion of unprofitable items.” 


Furniture and Fixtures 


Of the five cooperating furniture and fixture com- 
panies, two are looking forward to better profit margins 
in 1957 than they had in 1956, and a third firm expects 
to operate on a margin similar to that in 1956. One of the 
two companies expecting 1957 profit margins to be bet- 
ter ascribes this to “more efficient production methods, 
increased volume and somewhat higher selling prices.” 
The second such firm intends to “reduce over-all labor 
cost through improved methods and increased stand- 
ardization.” 

On the other hand, the president of the third firm 
reports that “1956 was a bad year owing toa strike and 
the cost of introducing an unusually large number of 
new patterns in our manufacturing operations. With 
these deterrents eliminated in 1957, there normally 
would be an improvement in profit margins. However, 
increasing labor and material costs will absorb any of 
the expected returns.” 

Reduced profit margins in 1957 are forecast by the 
fourth and fifth companies in this group. Full recovery 
of increased labor and material costs through higher 
selling prices is not feasible for these firms since “com- 
petition is keener and orders are harder to obtain.” 

These five firms are concerned with the problem of 
restoring or protecting customary profit margins in the 

face of rising costs. Among the solutions offered are 
“purchase of new automatic machinery” and “better 
sales promotion, advertising and service to customers In 
order to increase sales volume.” 
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Leather and Leather Products 


Profit margins in 1957 are expected to widen in two 
out of six leather and leather products manufacturers, 
while two other firms are confident that their profit 
margins will be comparable to those in 1956. “Greater 
productivity,”’ “more economies of operation,” and “a 
decrease in the price of raw leather” are among the 
factors cited as offsetting increased labor costs. This 
latter point is explained by one company president as 
due to “the huge production of hides because of the 
large slaughter of cattle.” 

Declining profit margins in 1957 are anticipated by 
the remaining two companies, owing to what the presi- 
dent of one firm calls “the higher cost of doing business.” 

One manner of restoring customary margins, explains 
one cooperator, is to “raise selling prices as well as 
increase emphasis on over-all operation efficiency and 
cost reduction.’ However, another firm believes that a 
return to its usual profit margin will be difficult because 
of foreign competition. This executive expresses the 
belief that “in the long run we will have a tremendous 
problem maintaining any profitability unless we have 
tariff protection to equalize the four-to-one difference 
between our hourly wage cost and those of our principal 
competitors in Europe.” 


Lumber and Lumber Products 


Two companies out of six reporting in this industry 
group foresee profit margins in 1957 as “higher than” 
and “holding up to” those in 1956. In the first case, 
“higher production volume” is the principal reason 
cited for expecting an expansion of profit margins in 
1957, while the second company has available for sale “a 
larger percentage of high-grade, high-markup lumber 
than a year ago.” 

Four companies are expecting narrower margins in 
1957 owing primarily to “increases in labor costs and 
raw material prices” and “more competition.” Also 
mentioned as contributory factors are “reduced produc- 
tion volume,” “higher transportation rates,” and “‘in- 
creased overhead costs, including supervision, taxes and 
outside services.” 

A variety of solutions to the problems of maintaining 
or restoring customary profit margins are advanced by 
cooperating companies. One company plans to replace 
“machinery with better, faster, more efficient equip- 
ment”; another intends to “increase productive effi- 
ciency through improved methods and procedures, in- 
centive wage programs, and the use of more efficient 
machinery”; and a third company reports its research 
department is “constantly trying to find methods of 
converting waste materials into useful products and to 
find markets for those products.” 


Paper and Allied Products 


In three out of the eight paper companies reporting, 
profit margins in 1957 are expected to be “about the 
same as” (two companies) and “not lower than” those 
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in 1956. Rising labor and material costs can be ab- 
sorbed, reports the president of one such firm by “in- 
creases in selling prices and sales volume.”’ However, in 
another firm the prospects for widening margins in 1957 
is due to the fact that “margins in 1956 were low. Elim- 
ination of nonrecurring capital expenditures of 1956 will 
offset any moderate rise in material and labor costs.” 

Five companies foresee slimmer profit margins in 
1957, compared with those in 1956, narrower by “as 
much as 25%” in one case. “Higher costs of materials 
and labor,” plus “greater price competition,” are the 
principal reasons given for the expected contraction of 
profit margins. In addition, “increases in freight and 
transportation rates” are mentioned as important fac- 
tors. “Quick changes in transportation costs,” reports 
one executive, ‘‘cannot be fully recovered without some 
lag in the adjustment of selling prices.” 

Maintenance and restoration of customary profit mar- 
gins can be achieved only by “increases in selling 
prices,” reports one company treasurer. “Yet competi- 
tion and the fear of pricing our product out of the 
market will restrict such action.” 

Another company feels that only through “economies 
in the use of raw materials and labor”’ can its customary 
margins be restored. One firm intends to explore the 
feasibility of “increasing the number of shifts in the 
plant in order to eliminate some premium payments for 
overtime work.” Still another company expects to alle- 
viate the squeeze on profits and restore customary 
margins by “‘attempting to secure better distribution of 
the more profitable items through selective selling. In 
addition, this company intends to intensify its efforts 
towards “‘increasing efficiency in manufacturing opera- 
tions as well as streamlining and integrating office and 
clerical practices.” 


Petroleum Refining 


One out of the five reporting petroleum refiners ex- 
pects a wider profit margin in 1957. Two firms predict 
their profit margins will be about the same as those 
experienced in 1956, while one other producer antici- 
pates that it will at least equal its 1956 profit margin. 
The principal factors expected to help offset rising costs 
are “higher sales volume” and “‘increases in the prices of 
crude oil and refined products.” The only firm predict- 
ing narrower profit margins in 1957 cites as most 
responsible the “‘pressure of rising costs.” 

“Customary margin” is an unrealistic phrase, reports 
one company president, since “no specific margin is 
inherently right or permanent.” However, the president 
of this firm goes on to say that “‘the best hope of main- 
taining adequate margins is to concentrate on efficient 
operations, utilization of modern and efficient machin- 
ery and techniques, and careful planning.” 

Adequate profit margins can come about in other 
ways, explains the vice-president of another company; 
for example, “through the healthy expansion of markets 
and tight inventory control to bring supply and demand 


into better relationships. Also, realistic estimates of 
demand would help to maintain a better balance with 


available supply and capacity.” 
Rubber Products 


Two of the four producers of rubber products predict 
profit margins in 1957 will be “better than” and “ap- 
proximately the same as” those in 1956. The former 
company expects to more than counteract rising labor 
costs and raw material prices by “tightening up on all 
kinds of expenses and improving manufacturing proc- 
esses.” The second firm hopes to balance these rising 
costs through “an increase in the volume of sales and 
some upward adjustments in selling prices.”’ 

Two companies predict narrowing profit margins in 
1957, one of which cites as the principal cause “competi- 
tive conditions which prevent increases in our selling 
prices proportionate to rising costs.” 

Customary margins can only be restored, explains an 
executive in one company by “closer control of expenses 
and greater effort to increase productivity per man.” 


Textile Mill Products 


Profit margins in 1957 are expected to be greater than 
those in 1956 in four out of the twelve reporting manu- 
facturers of textile mill products. One other firm is con- 
fident that it can at least maintain and perhaps widen 
its 1956 profit margin. Despite rising labor costs and 
material prices, one of these manufacturers reports that 
his company will improve its profit margin in 1957, 
partly through “‘price increases, but largely through the 
development of new products and better styling.” 

Another company expects wider profit margins be- 
cause of “more modern machinery requiring less opera- 
tor hours per unit of output and a consolidation of opera- 
tions resulting in decreased fixed overhead expenses.” 

Declining profit margins in 1957 are anticipated in 
seven out of the twelve companies, by “‘as much as 25%” 
in one case. This narrowing of profit margins will be 
caused primarily by “the pressure of rising costs in the 
face of stable or declining selling prices.” Aggravating this 
situation and increasing competition still further is “the 
influx of foreign goods.” In addition, the chairman of the 
board of one firm finds that “in every instance this 
industry has overexpanded and production now exceeds 
demand.” 

In order to relieve the squeeze on profit margins and 
restore or protect customary margins, respondents 
believe the following courses of action are necessary: 


e “Higher tariffs on foreign imports” 

e “Curtailment of domeatic production so that supply 
equals demand” 

e “Increase in selling nce: 

e “Introduction of new nrodiene: 

e “Increases in sales wrohative’ a 
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Studies in Personnel Policy 


. 156—Time Off with Pay 

. 155—Unionization Among American Engineers 

. |54—Company Payment of Employees' Moving Expenses 
. 153—Improving Staff and Line Relationships 

. 152—Employment of the College Graduate 

. 151—Tuition Aid Plans for Employees 

. 150—Handbook of Union Government, Structure and Procedures 
- 149—Pension Plans and Their Administration 

. 148—Retirement of Employees 

. 147—Company Health Programs for Executives 

. 146—Company-Paid Sick Leave and Supplements to Workmen's Compensation 
. 145—Personnel Practices in Factory and Office 

. 144—Recruiting and Selecting Employees 

. 143—Fringe Benefit Packages 

. 142—Executive Development Courses in Universities 

. 141—Severance Pay Plans 

. 140—Management Development 

. 139—Company Organization Charts 

. 138—Bulletin Boards 

. 137—Escalators and the New BLS Index 

. 136—Employee Magazines and Newspapers 

. 135—Suggestion Systems 

. 134—Cooperative Medical Programs 

. 133—Employee Savings and Investment Plans 

. 132—Stock Ownership Plans for Workers 

. 131—Employee Induction 

. 129—Communicating with Employees 

. 128—Computing the Cost of Fringe Benefits 

. 127—Union Security and Checkoff Provisions 

. 126—Controls of Absenteeism 

. 125—Information Racks—A New Communications Medium 
. 124—Developments in Supervisory Training 

. 123—Letters to Nonsupervisory Employees 

. 122—Evaluating Managerial Positions 


In the March Management Record 


General Pay Adjustments for Supervisors—Employees are often more concerned 
with the fairness of their company's pay policies than with the actual amount of 
their pay checks. They want to feel that their salaries are in proper relationship to 
those of men doing similar work as well as to those above and below them. In this 
connection, management in the postwar years has had to face the problem of 
whether supervisors should get a general pay adjustment when increases are granted 
to the rank and file. Practices in 363 companies are examined in this article. 


AFL-CIO Adopts Code of Ethics—An important step in organized labor's recent 
moves to help clean its own house was the adoption of a code of ethics by the 
AFL-CIO's executive council. The council hopes that this code will cover every area 
of labor-leader conduct, but it places its stress on labor racketeering as well as on 
conflicts of interest arising from union leaders engaging in “business activities.’ 
"Trends in Labor Relations" gives the major provisions of the new code. 


Automobile Allowances for Salesmen—Each year the Board surveys American and 
Canadian companies to find out what methods they use to reimburse their salesmen 
for driving expenses incurred in connection with company business. Cooperating 
companies also report on their practices regarding other expenses—such as insurance, 
tolls and garage fees—as well as on the car ownership plans they use. 


A Club to Everyone's Taste—In spite of the increasing complexity of the personnel 
administrator's job, the good personnel man tries to keep alert to the possibilities of 
the more traditional activities conducted by his department. One of these is the 
formation of recreational clubs where employees can meet people with similar 
interests and avocations. This article looks at the great variety of clubs that com- 
panies sponsor. 
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Not a map°* 


A map, by showing the roads, helps to get you 
where you want to go. A chart doesn’t exactly deal 
in roads—at least not paved roads that stay put. 
A chart, says Webster's, is a “graphic representa- 
tion, as by curves, of the fluctuations of something 
variable, as temperature, prices, etc.” 


So a businessman has to turn to a chart, lacking a 
map. And a good many charts, too, for he has 
many variables to keep track of. He knows where 
he wants to go: sales of so much, profits of so much, 
etc. But his way is over a course as full of variables 
as the weather and the waters of the sea. 


The business course traveled last year and the year 
before is set before you in the Board’s new Chart- 
book of Weekly Business Indicators. And you chart 
your own way as you travel the current-year 
course. 


But a chart 


In the book is a full-page chart for each of the 
21 series carried in the Board’s Weekly Desk 
Sheet. New is a place to chart the percentage 
change from the same previous-year date. And 
for charting the series themselves, grids are 
prominent and charts big enough for easy plotting. 


All Associates on the mailing list for the Desk Sheet 
have been mailed a copy of the new Chartbook. 
Those who may need them may have additional 
copies at $1.50 each (quantities cost less). A supple- 
mentary data booklet, sent upon request only, 
takes the series back to 1946. References provide 
for earlier comparable data. 


The Board is proud to present this most serviceable 
and attractive of them all: the fifth edition of the 


*4 map, like a chart, may 
include a graphic representa- 
tion of both land and water. 
But a map is primarily con- 
cerned with the land; a chart, 
with the water, esp. in its rela- 
tion to navigation.” —Web- 
ster’s Unabridged 


Chartbook 


of 
Weekly 


Business 


Indicators 


